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Persist in Strictly Administering CPC 


93CM0397A Beijing QIUSHI [SEEKING TRUTH] 
in Chinese No 11, 1 Jun 93 pp 31-33, 47 


[Article by Zhang Leike, affiliated with the CPC Central 
Discipline Inspection Commission: “*Persist in Strictly 
Administering the Party”] 


[Text] The 14th CPC National Congress gave us the 
important tasks of “adhering to the practice of the party 
managing itself, of persisting in strictly administering the 
party, and of enhancing and improving party building.” 
To enable this Marxist ruling party of ours, which has 
stood prolonged tests, to continue to stand the various 
harsh tests and to fully play its core leadership role in the 
great cause of building socialism with Chinese character- 
istics, it is imperative to unwaveringly adhere to the 
policy of strictly administering the party. 


The state of a party itself directly affects how the 
political line formulated by that party is implemented. 
Comrade Mao Zedong pointed out during the demo- 
cratic revolution that the process of party building was 
closely related to the party’s political line. Obviously, if 
party building is carried out satisfactorily, and if the 
party makes strict demands on itself and administers 
itself strictly so as to make all in the party strictly observe 
discipline, have a unitary will, and act in unison, the 
party will be able to have excellent combat effectiveness, 
play its leadership, organizing, coordinating, and guiding 
roles, and successfully implement its basic line. On the 
other hand, the failure of the party to administer itself 
and lax discipline, will inevitably result in the occurrence 
and spreading of unhealthy tendencies and corruption, 
which will do direct damage to the party’s image and 
combat effectiveness, and endanger the successful imple- 
mentation of the party’s basic line. Since the Third 
Plenum of the 11ith CPC Central Committee, it has 
exactly been because our party has always given 
emphasis to the building of the party itself, improving 
party style, and strictly enforcing party discipline in the 
process of exploring ways of building socialism with 
Chinese characteristics that the party’s line and general 
and specific policies have been able to get comprehen- 
sively implemented through the common efforts made 
by party organizations at all levels and party members at 
large. In the early 1980s, we put forward the proposition 
that the issue of the ruling party’s style relates to the 
party’s survival, and helps combat unhealthy tendencies. 
In 1982 the country launched the nationwide campaign 
to crack down on serious crimes in the economic sphere. 
From the start of the effort to combat “‘new unhealthy 
tendencies” in 1984 to the issuing of the call at the 
8,000-people confere \ce gathered by the CPC Central 
Committee in 1986 or suppressing several unhealthy 
tendencies; from the explicit adoption at the 13th CPC 
National Congress of the policy of strictly administering 
the party to the suppression of the tendencies to neglect 
ideological and political work and “weaken” the work of 
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improving party style as well as the concentration of the 
entire party on party building after the Fourth Plenum of 
the 13th CPC Central Committee..., our party has main- 
tained and developed its combat effectiveness, and has 
ensured the successful implementation of its line and 
general and specific policies for the period since the 
Third Plenum of the 11th CPC Central Committee, by 
Carrying out continuous activities to enhance the 
building of the party itself in terms of political matters, 
Organization, ideology, and party style. According to 
incomplete statistics, in the period 1979-1991, disci- 
plinary actions were taken against more than 1.67 mil- 
lion party members for violating discipline. In the period 
1982-1991, over 300,000 members were expelled from 
the party. Under the new historical conditions, it is 
necessary to continue to follow the basic line of “one 
focus, two basic points,” and it is still necessary, as 
before, to persist in strictly administering the party, so as 
to maintain the party’s progressiveness and to give full 
play to the party’s combat role. 


To persist in strictly administering the party is an 
inherent requirement of the effort to comprehensively 
implement the party’s basic line. As economic construc- 
tion is the focus, all other work must voluntarily become 
subordinate to, and serve this focus. Thus, party 
building, including efforts to improve party discipline 
and party style, should never be divorced from this 
focus. To firmly establish and assure economic construc- 
tion’s focus status by strictly administering the party and 
managing well party building, so as to further advance 
China’s socialist modernization construction, is the 
common task facing all in the party. In some sense, it can 
be said that strictly administering the party is closely 
linked to the success of the modernization construction. 
If the party can “strictly” administer itself, and manage 
well party building, then it will not be difficult to resolve 
the many problems and difficulties in economic devel- 
opment, and economic construction will be able to 
develop more rapidly and satisfactorily. 


Only by persisting in strictly administering the party, so 
as to improve the overall quality of the CPC membership 
and to improve party style and party discipline, will it be 
possible to effectively organize and promote the con- 
struction of material and spiritual civilizations across 
socieiy, and be possible to promote healthy tendencies 
and suppress unhealthy tendencies, so that Communists 
at large will voluntarily practice the party’s fine tradi- 
tions, thereby playing the roles of models for, and leaders 
of the broad masses. As facts have proven, in places 
where party building is carried out in a satisfactory 
manner and where the policy of “strictly administering 
the party” is implemented resolutely, party organiza- 
tions have excellent combat effectiveness, party mem- 
bers play the model and leader roles in a satisfactory 
manner, the construction of the two civilizations pro- 
duces prominent results, and the policy of “taking charge 
of both tasks” is effectively implemented. This shows 
that strictly administering the party and carrying out 
party building in a satisfactory manner are the key to 
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being able to comprehensively implement the party's 
basic line and to being able to persist in “taking charge of 
both tasks.”’ Grasping this key will reliably ensure that all 
work is carried out in a satisfactory manner, and that the 
various undertakings can be carried out in accordance 
with the party’s basic line. 


The 14th CPC National Congress clearly pointed out 
that the goal of our country’s economic structural reform 
was to establish a system of socialist market economy. 
With the establishment of this goal, China will advance 
more rapidly in her reform and opening to the outside 
world and her economic construction. Correspondingly, 
we must more voluntarily make efforts to do well party 
building work and be more inclined to take initiatives in 
that regard, persisting in strictly administering the party 
and facing up to the challenges presented by the new 
situations and new tasks. 


Under conditions of market economy, socialist com- 
modity economy becomes highly developed; people are 
liberated from the confines imposed by undiversified 
product economy in place for a long time; old ideas, 
views, and styles are being severely assaulted; and, 
people’s spiritual outlook, modes of thinking, and value 
orientations have undergone tremendous changes. All 
this has greatly advanced the construction of spiritual 
civilization across society. Under conditions of market 
economy, the reforms of various social and economic 
systems will inevitably further continue, and the trans- 
formation of government's function will be accelerated. 
All this will certainly forcefully advance the develop- 
ment of socialist democracy and the legal system, 
enhance the role of the state’s laws and regulations, and 
enhance people’s democracy conscientiousness and their 
embracing of the idea of legal system, thereby providing 
favorable conditions for eliminating unhealthy tenden- 
cies and corruption and for forming monitoring mecha- 
nisms for suppressing and eradicating violations of var- 
ious laws and disciplines. Under conditions of market 
economy, the socialist system displays unprecedented 
vitality and vigor, and China’s economic construction 
will develop more rapidly and satisfactorily. All this will 
inevitably creates a strong material basis for, and pro- 
vide a successful way of building socialist spiritual 
civilization. This shows that the establishment of the 
system of socialist market economy has, on the one 
hand, really provided favorable conditions for our 
efforts to strictly administer the party and to enhance 
party building, but on the other hand, also raised greater 
and more urgent demands on our party. To maintain the 
party’s progressiveness and purity under conditions of 
market economy, the party, as the vanguard organiza- 
tion of the working class, must timely make full use of 
various favorable conditions, and enhance party 
building in various ways. The more developed market 
economy becomes, the more strict it is necessary to be in 
administering the party giving premier emphasis to 
being more “strict” in party building encompassing such 
aspects as political matters, ideology, organization, style, 
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and discipline. Only a party built in this way will be able 
to precede the development of the times, march in front 
of society as a whole, and accomplish the important task 
of leading modernization. In this respect, favorable 
conditions and urgency are in unity. It is necessary never 
to hold that with the development of socialist market 
economy, the various negative phenomena within the 
party will “automatically” disappear. In fact, however 
favorable the conditions and opportunities are, failure to 
make vigorous efforts and to be strict will still lead to 
problems in relation to party building. Therefore, we 
should have a correct view of the favorable conditions 
for party building brought about by the development of 
socialist market economy, make timely efforts, and take 
initiatives, persisting in strictly administering the party 
and endeavouring to improve the party’s combat effec- 
tiveness. 


At the same time, it is also necessary not to fail to fully 
reckon some negative effects of commodity economy on 
party building. The market economy system that we 
want to establish will be the product of advanced devel- 
opment of socialist commodity economy. The highly 
developed form of such commodity economy does not 
entail that the basic features of commodity economy are 
changed. Commodities, money, competition, and 
exchanges may through special channels and with special 
effectiveness enhance the weak-minded party members’ 
selfishness, inducing and driving them to unscrupulously 
pursue money and material interests or to exchange 
power for money, resulting in the corruption of power. In 
other words, under conditions of market economy, it is 
inevitable that some party members will fail to stand the 
new tough test and be defeated. With the development of 
market economy, China will further expand the opening 
to the outside world, and various exploiting-class deca- 
dent ideas and life styles will also pour in through the 
more numerous “cracks,” felling those party members 
and cadres who are enthusiastic about those things. The 
establishment and formation of the system of socialist 
market economy cannot be completed overnight, but 
will be a long process. During this process, it is inevitable 
that there will be such problems as imperfections in the 
legal system and the lack of fully coordinated policies. 
Some greedy people and some people—who are osten- 
sibly “Communists” but who focus on pursuing self- 
interest—may exploit all the “loopholes” or even violate 
party disciplines and the laws of the state, despite the 
risks involved. Therefore, only by resolutely imple- 
menting the policy of strictly administering the party and 
resolutely expelling those pseudo party members who 
will not change after undergoing repeated rounds of 
education and who have done serious damage to the 
party’s and the people’s cause, and only by taking action 
against corrupt elements in the party as soon as they are 
exposed, expelling all those elements, and showing no 
tolerance in this regard, will it be possible to purify the 
party ranks, so that the party can stand the test of the 
new situations, new tasks, and new environment, and 
make efforts to accomplish its historical missions. Thus, 
as is shown above, under the new historical conditions in 
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the period of reform and opening up and of developing 
socialist market economy, the task of party building has 
not become lighter, but instead, has become heavier. The 
task of strictly administering the party is not an optional 
one, but has become even more necessary and urgent. 
We must keep sober-minded and conscientiously study 
the new situations and issues facing the work of strictly 
administering the party under the new situation on the 
basis: Sci applying the scientific approach of seeking truth 
from facts, so as to find new, effective ways to accom- 
plish the tasks of strictly administering the party and 
persistently managing well party building under new 
historical conditions. 


To satisfactorily implement and follow the correct policy 
of strictly administering the party under the new situa- 
tion, it is first of all necessary to improve understanding 
on the part of party organizations and leading cadres at 
all levels. It is necessary to clearly grasp the importance 
and necessity, to improving the party’s leadership, of 
strictly administering the party through studying the 
main ideas enunciated by the 14th CPC Congress, and to 
truly understand that while doing a good job of carrying 
out reform and opening to the outside world as well as 
economic construction, it is imperative to always adhere 
to the practice of the party managing itself and to persist 
in strictly administering the party. To resolve the issue of 
understanding in relation to strictly administering the 
party, it 1s necessary to be guided by the theory of 
building socialism with Chinese characteristics, and to 
profoundly understand Comrade Deng Xiaoping’s views 
on taking charge of both tasks and being tough on both 
fronts, so as to effectively carry out the work of admin- 
istering the party in all its aspects in a satisfactory 
manner. For the present, the main thing to do is to 
correctly understand and handle the relationship 
between economic development and continuing reform 
on the one hand and strictl'/ administering the party on 
the other. According to one view, to make the economy 
climb another step and to ¢..velop market economy, it is 
necessary to enforce dis .pline in a rather lax manner 
and to touch upon the i sue of strictly administering the 
party less frequently. This is an one-sided view which 
holds developing economy to be in opposition to strictly 
administering the party. As we want to establish the new 
system of socialist market economy and to achieve more 
rapid progress in reform and opening to the outside 
world and in economic construction, we certainly need 
to further emancipate the mind, to have a daring spirit, 
to dare to take “risks,” and to boldly explore; and we 
certainly need a relaxed and harmonious political envi- 
ronment. But this does not mean that the it is necessary 
to “lift the restrictions” imposed by disciplines, much 
less that it is necessary to change the policy of strictly 
administering the party. Especially, in the current pro- 
cess of transition from the old system to the new system, 
it is all the more necessary to emphasize that Commu- 
nists should abide by discipline and laws. Only by not 
lowering the demands on party members and cadres and 
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not being lax in the work of strictly administering the 
party, will it be possible to effectively combat and 
prevent violations of various disciplines and laws; only 
by strictly enforcing party disciplines will it be possible 
to make party members and cadres think and act in 
unison in accordance with the party’s line and general 
and specific policies, and to make party members and 
cadres concentrate on implementing the main ideas 
enunciated by the 14th CPC Congress, so as to accelerate 
economic development. In this respect, of foremost 
importance is to carefully distinguish party discipline 
from irrational old regulations and the various con- 
straining factors confining the development of produc- 
tive forces; the former should not be confused with the 
latter. In the past, there occurred the phenomenon of 
“being lax in discipline in time of economic growth” 
from which lessons should be drawn. The result was that 
the economy failed to develop, but instead, unhealthy 
tendencies became rampant. A small number of party 
members became trapped in the mud pit of violating 
laws and discipline. As practice has shown, at no time 
should the restrictions imposed by party discipline be 
“lifted,” and at no time should we be lax in the work of 
strictly administering the party. The more developed the 
economy is and the more reform and opening to the 
outside world continues, the more it is necessary to 
emphasize the need to strictly enforce party discipline 
and the more it is necessary to persist in strictly admin- 
istering the party. Only in this way will the two things be 
able to complement each other and promote each other. 


Second, to correctly implement the policy of strictly 
administering the party, it is necessary to practice our 
party’s fine traditions, to adhere to the ideological 
line of seeking truth from facts, and to always proceed 
from reality. The so-called strict administering of the 
party mainly refers to acting strictly in accordance 
with the party’s fundamental purposes and basic 
principles, to strictly enforcing party disciplines, and 
to being serious, conscientious, and meticulous in 
handling the relevant matters. The purpose is to 
comprehensively implement the party's line and gen- 
eral and specific policies. Because of that, to strictly 
administer the party does not mean to be strict just 
for the purpose of “being strict,’ or mean that the 
“stricter,” the better. The inappropriate taking of 
some harsh measures, leading to being excessively 
strict, can make things move toward the other end, 
hurting our own comrades and doing damages to 
enthusiasm and creativeness, thereby endangering the 
development of the party’s cause. It is necessary, on 
the basis of employing the approach of seeking truth 
from facts, to appropriately deal with and handle the 
various issues that have emerged in the process of 
strictly administering the party. It is necessary to 
adopt new lines of thinking and new, prudent and 
reliable methods in relation to strictly administering 
the party in view of the new situations and new issues. 
It is necessary to pay attention to protecting the 
reformers’ enthusiasm and creative spirit, and pay 
attention to protecting those comrades who, daring to 
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‘nk and do things, are bold in practice but who have 
nidably made some errors. In the process of 

y enforcing party disciplines, it is necessary not 

<e actions in a hurry with regard to issues which 

«:t¢ not clear for the time being, while being serious 
and conscientious; it is necessary to do everything 
possible to make those comrades—who can be edu- 
cated and saved—change and improve; and it is 
necessary to help those comrades who have made 
errors in work review their experience and lessons, 
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and encourage them to continue to move forward. Of 
course, it is necessary to seriously deal with—and take 
severe actions against—those who have truly violated 
laws and disciplines in a serious way, whoever they 
may be and whoever else might be involved. If only 
we can persist in seeking truth from facts and in 
always proceeding from reality, we will surely be able 
to be strict or lenient to an appropriate degree, 
thereby accomplishing the objective of strictly admin- 
istering the party. 
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NATIONAL AFFAIRS, POLICY 


Yu Zuyao of CASS Research Institute Views 
Reform 


93CE0757A Beijing JINGJI CANKAO BAO in Chinese 
29 Jun 93 p 4 


{Article by Yu Zuyao (0060 4371 1031), deputy director 
and researcher of the Economic Institute, Chinese 
Academy of Social Sciences: “Which Should Come First, 
Reform or Growth?”} 

[Text] In discussing the current trend of China’s eco- 
nomic growth, we cannot just view it without looking 
into the whole background. Economic growth is a result 
of operations of a certain economic development model 
and economic system. Now, our country is in a special 
period when its economic development model and eco- 
nomic system are undergoing transformation. Only by 
viewing our economic growth against such a large envi- 
ronment and background can we properly judge its 
recent results, trends, and prospects. To do this, we 
should: 


First, analyze our economic growth in connection with 
the transformation of the economic development model. 
That is, we should see if it follows the old track of 
extensive operations and reproduction or the new path 
of intensive operations and inland [as published] expan- 
sion of reproduction. 


Second, look into the results of our economic growth to 
see if it has raised our economic efficiency, improved our 
industrial structure, and ensured the stability of our 
market. 


Third, look into the prospects of our economic growth to 
see if it will continue in a stable manner without big ups 
and downs. 


Fourth, look into its foundation, that is, we should find 
out what system is causing the growth and whether the 
growth will help accelerate the transformation of the 
system. 


Based on the above four criteria, we can draw the 
following conclusions about our economic growth: 


Last year we had a super-high GNP growth rate. Essen- 
tially, this was not due to any increase in ultimate 
consumption, but caused by the fast growing fixed asset 
investment and the booming processing industry. With a 
total fixed asset investment 37.6 percent higher than 
1991, last year witnessed the second highest investment 
growth, next only to 1985. This year the trend of high 
investment growth has not dwindled. The first quarter 
showed a 70 percent increase over last year’s corre- 
sponding period. The fast increase in fixed asset invest- 
ment directly spurred a rapid industrial growth. Indus- 
trial production was up 25 percent last year. It registered 
a 22.4 percent growth for the first quarter of this year. 
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The super-high rates of investment and industrial growth 
was propped by the large amount of currency put into 
circulation. In 1992 the currency put into circulation 
rose 36.7 percent, and bank loans increased 19.7 percent, 
both far exceeding what was needed for normal eco- 
nomic growth. Yet a shortage of funds was still felt on the 
market. 


The investment so far made is of low efficiency, posing 
an obstacle to the sustained and stable development of 
the economy. According to an investigation by the State 
Audit Administration covering 1,401 renovation 
projects, two-thirds of the projects were not put into 
operation as scheduled, 40 percent of the completed 
projects failed to reach the designed capacities, and some 
projects had to cease operation because their products 
could not meet market demands. In addition, duplicate 
construction and blind investment were quite common 
problems. Another investigation by the Industrial and 
Commercial Bank covering 40,000 industrial enterprises 
reveals that about 46 percent of the loans it extended last 
year have become stockpiles of unsalable products. In 
particular, there has been no change in the situation 
where one-third of the big and medium-sized state 
enterprises are operating at a deficit. Now, the pro- 
cessing industry is operating at less than 70 percent of its 
capacity. As for factories making household electric 
appliances, less than 50 percent of their capacity is put to 
use. This has resulted in an abnormal situation of 
investment explosion coexisting with a surplus produc- 
tion capacity. 


The industrial structure is more irrational than before. 
The once-alleviated “bottleneck” problems have become 
intense again. Railway transportation only meets 50-60 
percent of the requirements. Last year investment in 
energy projects declined to 24.9 percent of the total 
investment as against the preceding year’s 28.3 percent. 


Inflation is no longer a “potential,” but has reached the 
maximum that society can stand. 


As can be seen, last year’s super-high economic growth 
does not mean that our economy has entered a period of 
sustained, stable, and fast growth. On the contrary, there 
is a hidden danger that a big-ups-and-downs period may 
be coming. The reason is that our fast economic growth 
is not founded on a sound, stable economic system. The 
type of the economic system is a primary and long- 
lasting factor that determines the quality of economic 
growth. Facts over a long period have made us aware of 
this truth: Without a market economic system compat- 
ible with the nature of the contemporary socialized 
productive forces and their development trend, it will be 
impossible to solve the contradiction between the social 
demand and resource shortage by optimum allocation of 
resources. Accordingly, it will be impossible to achieve a 
sustained, efficient, and fast economic growth. Even 
though the economic growth rate may be fast at one 
time, it will soon come down. 
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Through 10 years of reform, we have made significant 
breakthroughs in creating new systems and have 
strengthened remarkably the regulatory functions played 
by the market mechanism. However, our transition from 
the mandatory planning system to the market economic 
system is far from being cor:z!sted, and the old system 
still dominates in certain fields. Though the market 
economy is playing its role to some extent, it is in a 
distorted form. Therefore, we still lack objective condi- 
tions to use the market in optimizing the allocation of 
resources. The foundation—or system—to support our 
sustained and fast economic growth has yet to be estab- 
lished. 


In the course of transforming the system, it is hard to 
absolutely avoid super-fast economic growth. When the 
old system still dominates, when the reform of the 
investment, enterprise, financial, taxation, and mone- 
tary systems have not made substantial progress, and 
when a sound macro-regulatory system has not been 
established, there is no way to radically eliminate eco- 
nomic “overheating” caused by the “thirst for invest- 
ment.” Even though administrative measures may be 
taken to forcibly cool down the economy, it is impossible 
to prevent the reappearance of overheating. The year 
1992 marked the beginning of a new period. This period 
differs from the one that started in 1988. This time the 
central government did not deliberately carry out an 
expansionary macro-policy. However, because there are 
no strengthened restrictive mechanism and effective 
indirect macroeconomic regulatory and control system 
to cope with the diversification and decentralization of 
power for making investment policies, a new stubborn 
form of “thirst for investment” has appeared. This shows 
that if we are to avoid big ups and downs in our economy 
and achieve a sustained, efficient, and fast economic 
development, we must speed up the transformation of 
the system; in no way should we preserve the double- 
track system. 


Rationalization of the relationship between economic 
growth and reform is a big, difficult question to be dealt 
with throughout the transitional period of system trans- 
formation. Theoretically, economic growth and reform 
are not mutually exclusive but can promote each other. 
However, during the transitional period, we should con- 
trol the economic growth rate within the scope that is 
condncive to reform so as to speed up the transformation 
of the system. One reason for such control is that the 
state has only limited financial resources, while sizable 
amounts of resources are needed to support the price and 
wage reforms and the establishment of a new social 
welfare and security system. Second, the formation of a 
relatively strain-free environment and a limited buyers’s 
market is a premise for the market mechanism to display 
its functions. A third reason is that our reform requires 
social and economic stability without any big man-made 
ups and downs—this is the only way to bring about 
gradual, smooth progress in the reform. Facts have 
repeated testified to a truth: At the critical moment of 
system transformation, super-fast economic growth and 
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successful reform cannot be achieved at the same time. In 
other words, they are “a fish and a bear's paw, and you 
cannot have both.” The old system has an impulse in 
itself to pursue quantitative expansion. If the govern- 
ment deliberately pursues an expansionary macro- 
policy, it will inevitably pour oil on the fire and worsen 
the investment environment. Hence, to speed up the 
establishment of a new system, it is imperative to limit 
the economic growth rate within the scope that is con- 
ducive to the transformation of the system. Once the new 
system plays a dominant role, it will bring about a 
sustained, stable, efficient, and fast economic growth, 
which will make up for the losses caused by the present 
limited growth. At the critical moment of transformation 
of the system, economic growth should assist in, be 
subordinate to, and even make way for reform. Reform 
itself is an essential fundamental policy aimed at 
breaking the old economic cycles. Onty with a rational- 
ized system as the prerequisite and foundation, is it 
possible for our financial and monetary policies to play 
an effective role in regulating the occurrence of eco- 
nomic cycles. 


Since the start of the reform, China's economy has 
shown a rapidly growing tendency. Yet, up to present, 
there has been no sustained and stable economic growth, 
nor has the economy gone out of the model that takes 
quantity as a criterion for efficiency. In view of this, it 
appears untenable to say that China has entered a “fast 
economic growth period” or an “economic take-off 
stage."’ As stated above, China is now 1n a transitional 
period of system transformation. So far, it has neither a 
sound system to serve as a foundation for its fast 
economic growth nor sufficient reserve strength to sup- 
port such growth. As regards reform versus economic 
growth, the former is the primary task, while the latter is 
secondary. Once the system is rationalized, a new stage 
of China's economic growth is in the offing. 


Researcher Analyzes Current Price Increases 


93CE0736B Beinjing ZHONGGUO XINXI1 BAO 
in Chinese 11 Jun 93 p 1 


[Article by Zuo Wosheng (1563 3087 3932) of the 
Market Circulation Department of the State Council 
Development Research Center: “How To Deal With 
Today's Rising Commodity Prices’’] 


[Text] Commodity prices have continued to rise this year 
in China, after jumping noticeably during the second 
half of last year. First quarter production material prices 
rose 38.2 percent beyond last year’s first quarter level, 
with the prices of steel products, cement, and lumber, 
items which are intimately related to basic construction 
investment, rising 64.5 percent, 57.9 percent, and 46.8 
percent respectively. Led by across-the-board hikes in 
production material prices, retail commodity prices rose 
8.6 percent beyond last year’s level during the same 
period, and residents’ cost of living increased 10.5 per- 
cent beyond last year’s level during the same period, with 
large- and medium-sized cities experiencing cost of 
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living hikes of 15.7 percent. Based on current trends, if 
strong measures are not adopted to check inflation, retail 
commodity prices could increase more than 8 percent 
this year. So, how ought we deal with today's rising 
commodity prices? 


1. Rising Commodi 
to Aftereffects and 


Given the huge commodity price increases during the 
second half of last year, the delayed effect (aftereffect) of 
last year’s price hikes on this year’s commodity price 
index has been enormous. Looking at the 38.2 percent 
increase in production material prices during the first 
quarter, only 9.2 percent represents new price increases, 
while 29 percent re, ‘esents an aftereffect from last year. 
Looking at the 8.6 percent increase in retail commodity 
prices, 5 percent represents new price increases, while 
3.6 percent represents an aftereffect from last year. And, 
8.6 percent of residents’ increased cost of living in large- 
and medium-sized cities is accounted for by the afteref- 
fect. An aftereffect of such magnitude as this was not at 
work to affect last year’s commodity price increases. 
What does remain similar to last year is the fact that 
reforms continue to be a major reason for this year’s 
price increases (they were responsible for approximately 
70 percent of last year’s price increases). It is estimated 
that approximately two percentage points were added to 
first quarter commodity price increases this year due to 
the emergence of price reform measures. Although the 
aftereffect has diminished each month, given the marked 
growth in reform measures that began in April, the latent 
inflation brought on by the price reform measures will 
emerge more and more. 


2. We Must Give Due Consideration to the 
Relationships Among Inflation, Reforms, and Growth 


Prices This Year Are Mainly Due 
eforms 


Inflation has an adverse effect on economic and social 
stability, while reforms and growth both require such 
stability. Yet, enormous costs are incurred when infla- 
tion is repressed by forceful means. For example, the 
huge disparity in economic development between the 
eastern and western regions is closely related to the 
long-standing low prices of energy resources and raw 
materials. If we do not quickly remedy this situation, the 
economy of the western region, which revolves around 
production of energy resources and raw materials, will be 
even less likely to catch up with the rest of the country, 
and not only will this further increase the disparity 
between the eastern and western economies, but the 
sluggish development of energy resources and raw mate- 
rials could drag down the economic development of the 
whole country. Yet, if we must remedy the low energy 
resource and raw material prices, commodity prices are 
bound to rise as well. Similar situations exist, to varying 
degrees, with respect to transportation, communications, 
housing, medicine, and education. Obviously, the 
smaller the better is not necessarily the best rule to follow 
with regard to commodity price increases. Rather, the 
increases should be kept within the outer limits of what 
society can endure and tolerate. While continuing to 
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maintain fundamental stability in our society, we must 
take the greatest possible steps to intensify reforms and 
development such that the people derive benefits from 
production development and notice improvements in 
their lives. 


3. Current Increases Remain at Levels That Residents 
Can Tolerate 


Residents’ per capita real income levels are increasisng, 
whether we look at the second half of last year or the first 
quarter of this year. They have not fallen on account of 
commodity price increases, and in an economic sense, 
residents can still endure commodity price increases. 


Although commodity price increases are considerable, 
the huge hikes are mainly due to the costs of production 
materials and services. The prices of the majority of 
consumer goods have grown only slightly and have not 
led to a rash of panic buying, except for the area of grain 
prices, where planned adjustments by the state have led 
to fairly large increases in grain prices consistent with 
price increases for similar products. The current supply 
of consumer goods is fairly abundant, a situation I trust 
will remain basically unchanged in the short-term. Since 
March, demand has greatly increased in the electrical 
home appliances market, mainly because of the way 
across-the-board price hikes for imported raw materials, 
parts and accessories in the wake of the renminbi deval- 
uation on the foreign exchange market led to across- 
the-board price increases for electrical home appliances. 
Sales have skyrocketed as the people act on the principle 
of buying those things that are rising, rather than falling, 
in cost. I believe that once the exchange rate stabilizes for 
a period, growth in electrical home appliance sales will 
drop off. Overall, consumer psychology is fairly stable at 
this point. 


From a broad perspective, funds are now tight in all 
areas. On the one hand, the large specialized banks are 
all experiencing slower growth in deposits of every type, 
with some even dealing with negative growth and an 
increase in demand deposits vis a vis fixed term 
deposits. On the other hand, enterprise floating capital is 
tight, enterprise savings growth has dropped off, and 
loans for many key state projects are not being fully 
extended, a fact that has seriously affected progress on 
the projects. In light of the current skyrocketing of 
commodity prices, a situation aided by spontaneous 
increases due to excessive currency supply, and with the 
above mentioned bank and enterprise capital situations 
in mind, it is important that we prudently tackle the job 
of tightening up the money supply to a degree. We can 
consider adopting measures that will guide the societal 
flow of funds, measures involving suchs things as interest 
rates. In addition, we should do more to relax restric- 
tions, letting enterprises use their own foreign exchange 
to import steel, lumber, and crude oil, etc., while using 
increased supply to stabilize and hold down raw material 
prices. 
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Also, commodity price incrases have led to higher 
prices for agricultural mate: ‘s and village industry 
products, while the rise in pura. ‘ prices for agricul- 
tural by-products has tapered off. Ox. the one hand, this 
has caused widespread harm to farmers’ interests, and 
has affected the increase in agricultural investment. On 
the other hand, it has an adverse effect on retail industry 
growth, crimping the full production capacity of light 
industry. Thus, in addition to fulfilling the various 
promises made by the state to the farmers this year, we 
must prepare to further raise the purchase prices of 
primary agricultural products next year. 


Official on Current Economic Environment, 
Markets 


93CE0736A Beijing CAIMAO JINGJI [FINANCE AND 
TRADE ECONOMICS} in Chinese No 5, 11 May 93 


pp 3-5 


[Article by Zhang Zhongji (4545 6988 1015): “Salient 
Features of the Current Macroeconomic Environment 
and Markets”’} 


[Text] China’s current economic situation can be sum- 
marized as—development trends are robust, overall 
directions are good, contradictions are worsening, and 
the macroeconomic environment this year is increas- 


ingly tight. 


Last year, spurred on by the great wave of reform and 
opening up, our economy enjoyed high speed growth. 
The gross domestic product [GDP] grew 11.8 percent 
beyond the previous year and per capita GDP exceeded 
2,000 yuan for the first time, reaching 2,055 yuan. This 
was 330 yuan more than the per capita GDP of the 
previous year, and it represented the single largest 
annual increase in history. Yet, high-speed economic 
development was accompanied by certain problems such 
as worsened “bottleneck” restrictions, tighter supplies of 
primary raw materials and electrical power, and the 
pronounced contradiction of insufficient transport capa- 
bilities. The scope of fixed asset investment was rather 
sizeable, not all mixes were sensible, and the society- 
wide fixed asset investment of 758.2 billion yuan, 37.6 
percent greater than that of the previous year, represents 
the second highest investment level reached since the 
advent of reforms and opening up, exceeded only by that 
of 1985. Loans and currency investment were excessive, 
growing 19.7 percent and 36.4 percent respectively 
beyond the year end levels of the previous year. This led 
to higher inflationary pressure. Commodity prices in the 
cities and certain production material prices grew con- 
siderably, the cost of living for residents of 35 large- and 
medium-sized cities grew 10.9 percent beyond that of the 
previous year, and prices for energy resources and raw 
materials grew by 11 percent. All of these problems 
influenced the national economy as a whole, and they 
present certain difficulties for this year’s economic 
growth and macroscopic adjustment and control efforts. 
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We predict that the Chinese economy will sustain its 
high-speed growth momentum in 1993. The main rea- 
sons for this prediction are as follows: First, as steps 
toward reform and opening up proceed at a quicker pace, 
“foreigner,” “rural” and “proprietor” owned industrial 
and commercial enterprises will grow rapidly. Second, 
with the inertia caused by heavy investment last year, 
investment demand will have a strongly compelling 
effect on industrial production. Third, local investment 
autonomy has grown, enthusiasm is at a fever pitch, no 
one will acknowledge that the economy is overheated, 
and new construction projects will continue to grow in 
large numbers. Fourth, the current theme calls for accel- 
erating economic development and reaching a new level 
in a few years, and in this milieu, the government will be 
hard put to adopt restrictive policies. Fifth, historical 
materials show that when the GDP or national income 
growth rates top 10 percent in a given initial year, they 
almost never drop in the second year, but instead con- 
tinue to top 10 percent for two or three succeeding years, 
after which the speed of growth drops to a single digit. 
Granted, matintaining high-speed growth will lead to 
resource restrictions. This year, the latent production 
capacity and stores of energy resources and raw mateials 
are lower than last year, restrictions caused by transpor- 
tation and carriage “bottlenecks” will continue to 
worsen, and the future of agricultural production is hard 
to predict. Yet, from an overall perspective, this year's 
economic growth rate may still reach approximately 10 
percent. We may see “rapid growth, heavy investment, 
large nonwage income, and high commodity prices,” and 
our society’s overall supply and demand incongruence 
will further expand. 


Given the macroeconomic environment depicted above, 
what will be the salient features of the consumer goods 
markets? Since last year, our consumer goods markets 
have rebounded from the previous year slumps and have 
exhibited stable growth. In 1992, the gross retail sales of 
social commodities surpassed one trillion yuan for the 
first time, hitting 1.0894 trillion yuan at a growth rate of 
15.7 percent beyond the previous year. Of this, retail 
sales of consumer goods reached 961.3 billin yuan at a 
growth rate of 16.6 percent. If we subtract the effect of 
commodity price increases, the actual rate of growth was 
10.4 percent. Not only was the actual growth rate higher 
than that of the three year period of administration and 
rectification, but it exceeds the 7.4 percent actual growth 
rate achieved in 1988, a year noted for its panic buying. 
Since the beginning of this year, consumer goods mar- 
kets have continued to maintain a steady growth rate. In 
January and February, gross retail sales of consumer 
goods hit 187 billion yuan, a 15.2 percent increase over 
the previous year level during the same period. 


Currently, the primary characteristics of the consumer 
goods markets are as follows: 


1. Supply continues to exceed demand in the consumer 
goods markets, and market competition has become 
noticeably more heated. In 1992, using constant prices, 
the value of agricultural and light industry production 
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increased 11.1 percent over the previous year, a figure 
somewhat higher than the 10.4 percent actual growth in 
retail sales of consumer goods. With numerous and 
varied commodities on the market, and with greater 
consumer shopping savvy, it is now a buyer's market for 
certain commodities. Business competition is height- 
ened, and many stores have made significant improve- 
ments in their sales environments and service attitudes, 
expanding their scope of operations, lengthening their 
store hours, offering gift drawings and mega-gift draw- 
ings for purchasers, as well as coupon discounts, and 
various other types of sales promotion activities, which 
have swept through large- and medium-sized cities. 


2. Consumption disparities between different regions 
have increased. In 1992, sales skyrocketed in the south- 
eastern and coastal areas like Shanghai, Jiangsu, Zhe- 
jiang, Shandong, Fujian, Guangdon, and Hz nan, with 
gross retail sales of social commodities growing from 
18.7 percent to 24.9 percent beyond the previous year. In 
western regions like Sichuan, Guizhou, Qinghai, 
Ningxia, and Xinjiang, sales increased from 9.5 percent 
to 13.9 percent, 10 points lower than the growth posted 
by the coastal regions. This year, regional imbalances 
have worsened. In January and February of this year, the 
coastal provinces and cities mentioned above experi- 
enced retail sales growth rates of between 24 and 36 
percent, except for Shandong where growth was 17.9 
percent. In the five western provinces and regions, the 
growth rate was between 8 and |! percent, producing a 
disparity of roughly 20 percentage points between the 
two areas. Imbalanced conditions between city and rural 
areas have worsened. In January and February of this 
year, cities enjoyed gross retail sales growth of 22 percent 
beyond the same period of the previous year. Yet, growth 
at the county level or lower was only 6.8 percent, giving 
a disparity of 15.2 percent between the two levels. This is 
much greater than the 3.8 percent disparity in sales 
growth that existed last year during the same period 
between cities and rural areas. 


3. The effects of market regulation are stronger. Over 50 
percent of all state-owned commercial enterprises have 
adopted the “four releases” of operations, prices, labor, 
and distribution, which in 1992, were promoted as a 
pilot project for state-owned commercial enterprises. In 
addition, given the state's enormous release of price- 
setting authority over commodities and services, with 
over 90 percent of consumer goods pricess having been 
released, the effect of market regulation is noticeably 
stronger. The disparities between the quality, grade, and 
prices of various consusmer goods on the market have 
increased, with high-grade and low-grade commodities 
of the same category having price tags that differ several 
times, tens of times, or even over 100 times, thereby 
meeting the needs of consumers at different levels. 
Seasonal price variations have also become more notice- 
able. 


4. New changes have emerged in the area of consump- 
tion demand. Given the “fervor for the three new big 
items” in cities and the “building fervor” in villages 
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during the 1980s, we now find, entering the 1990s, that 
areas of consumption fervor are more diversified, more 
level-specific, and less likely to flare up at a moement’s 
notice. 


Today, the consumpiion fervor in the cities is unlike that 
of the 1980s where it was concentrated on a few major 
commodity items. Rather, we are now seeing a batch of 
hot commodity groups, such as health foods, novel style 
clothing, cosmetics, new top-grade models of electrical 
home appliances, small and practical electrical home 
appliances, interior decorating items, etc., private tele- 
phone installation is growing, and a small minority of 
wealthy families now own cars. Areas of consumption 
fervor in the villages are quite different, for reasons 
having to do with extreme imbalances in economic 
growth. In the suburbs o: the major cities and in the 
coastal villages where enterprises have flourished, con- 
sumption demand is basically similar to that of the cities. 
In towns with fairly rapid enterprise development and in 
villages with concentrations of economic crops, demand 
grows increasingly brisk for color televisions, washing 
machines, motorcycles, cameras, and the like. In certain 
remote mountain regions and in purely agricultural 
districts, consumption demand remains centered around 
life’s necessities, and areas of consumption fervor 
revolve mainly around improving the quality of one’s 
food and clothing, while commodities are selected for 
use based mainly on their practicality, sturdiness, and 
low price. Although the “construction fervor” in the 
villages has now died down, rich farmers have shifted 
their pursuits from finding better housing plots to inte- 
rior decorating, home beautification, and the attainment 
of a comfortable, well-to-do living environment. 


5. Factors affecting the distribution of purchasing power 
among residents have increased. With progress in 
housing, medical, and social security system reforms, 
city and town residents have come to spend more and 
more over the years on noncommodity items. Based on 
poll samples from families living in cities and towns, per 
capital expenditures on noncommodity items (such as 
rent, medicine and health, water, electricity, coal, gas, 
transportation, post and telecommunications, educa- 
tional services, child-care, cultural recreation, repair 
services, etc.) have increased year after year from 90 
yuan in 1988 to 204 yuan in 1992, which amounts to a 
rise in proportional living expenses from 8.2 percent to 
12.2 percent. In addition, residents’ capital investment 
awareness has grown, with a portion of the consumption 
fund shifting over into investment. In 1992, the amount 
of new negotiable securities issues nationwide was over 
120 billion yuan, roughly double the amount issued the 
previous year. This reduced the pressure on the con- 
sumer goods markets. 


The formation of the above-mentioned features of the 
consumer goods markets is intimately related to resi- 
dents’ incomes. As steps toward reform and opening up 
have accelerated in China, as the individual economies, 
private economies, and joint venture enterprises have 
quickly grown, as various forms of contract management 
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and secondary occupations have taken shape in every 
area, the sources of residents’ income have diversified, 
income levels that in the past were basically even have 
become disparate, and wealthy, well-to-do, getting-by, 
and poverty levels have emerged together with transi- 
tional categories between each level. Looking at per 
capita income and comparing the disparity between the 
lowest 10 percent and the highest 10 percent of city and 
town households, we find that in 1988 the high income 
group had 316 percent more income ‘han the low income 
group, but in 1992 this had increased to 480 percent 
more income. Inter-regional income disparities have also 
increased. Varied income levels inevitably lead to varied 
demand, while areas of consumption fervor specific to 
high income levels will “trickle down” to the low income 
levels, but this will not be as strong as the consumption 
“uniformity” trend we saw in the 1980s. 


Based on market trends, as the national economy enjoys 
rapid growth, consumer goods markets in 1993 will 
maintain fairly rapid growth as well. It is estimated that 
gross retail commodity sales, society-wide, will increase 
more than 15 percent over last year’s level. The afore- 
mentioned primary fetures of the consumer markets will 
continue to grow stronger. Recently, with the renminbi 
dropping in value on the foreign exchange market, with 
the price of gold climbing, and with the emergence of a 
spate of regional price adjustment measures, residents’ 
expectations about commodity prices are changing and 
panic buying has already taken place in some areas. 
Although the overall situation remains stable and unaf- 
fected, this development merits attention. Thus, we must 
adopt the appropriate measures to promote healthy 
developments in the consumer markets. 


1. We should make minute ajustments within the larger 
macroscopic adjusiment and control dynamic. We can 
neither continue to adopt a laissez-faire attitude, nor can 
we slam on the brakes and paint with a broad brush. This 
year, an appropriate economic growth rate would be 
around 10 percent, fixed asset investment and loan 
growth should be kept in the area of !5-18 percent, and 
this all hinges on wise guidance of asset use. 


2. Consumer goods markets must focus on society as a 
whole, meeting the consumption demands at various 
levels. Consumer good production departments much 
increase product variety, improve quality, and maintain 
an overall vision while producing high, medium, and low 
grade products. They must do good market research to 
find new areas of consumption fervor, and they must 
avoid making blind investments and reduplicating con- 
struction. Commercial departments must not blindly 
throw themselves into grandiose projects or excessively 
cater to the wealthy market. They must not devote 
themselves to high grade commodities, while sleighting 
medium and low grade commodities. Industrial and 
commercial enterprises must work in close cooperation, 
sharing market information and jointly promoting 
market enrichment. 
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3. We must help farmers to increase their income and we 
must develop village markets. Village market develop- 
ment hinges on igniting the production enthusiasm of 
farmers and on increasing their incomes. First, we must 
conscientiously work to resolve the problems of “empty” 
purchase promises for agricultural by-products and irra- 
tional apportionment among villages. Second, as we 
promote village reforms, we must give full play to the 
regulatory role of the market in agricultural production, 
and we must adopt protective prices to prevent “cheap 
grain from harming the farmer.” Every year, the various 
regions must publicly announce the protective prices for 
grain, cotton, and other main agriculiural by-products 
prior to planting. This will put the farmer at ease and 
allow him to tend to his fields. Third, we must devote 
more resources to agriculture, investing more capital in 
farm irrigation and “providing work as a form of relief.” 


4. We must cultivate and develop the market system. We 
must eliminate regional protectionism, destroy regional 
barriers and departmental separatism, and achieve 
unimpeded exchange of goods, fair competition, and 
survival of the fittest. We must improve sevices before 
and after the commodity is sold, remembering that the 
customer comes first. We must get rid of fake, cheap 
imitation commodities, protect the interests of the con- 
sumer, and punish those in charge of making fake, cheap 
imitations in accordance with the law. We must 
strengthen and develop the results of price reform, 
making prices instantly reflect market supply and 
demand conditions. This not only helps market forma- 
tion, but it makes for flexible regulation of production 
and consumption, and it promotes macroeconomic bal- 
ance and mix adjustment 


—— Held To Discuss Current Economy, 
Markets 


93CE0737A Beijing CAIMAO JINGJI [FINANCE AND 
TRADE ECONOMICS] in Chinese No £, 11 May 93 
pp 6-9 


[Article by Lin Qi (2651 2475): “Expert Scholars Discuss 
Current Economic Situation and Suggest Remedies’’] 


[Text] On 13 March 1993, the Chinese Market Institute 
and JINGJI RIBAO jointly held a “Market Theory and 
Market Situation Symposium” in Bering. More than 20 
scholars in Beijing participated in the symposium. The 
symposium launched into a discussion of the key points 
of China's recent economic situation, promoting the 
development of the market system, and perfecting 
market mechanisms and their remedies. 


I. The General Assessment of the Current Economic 
Situation: Concern in the Midst of Happiness, the Diffi- 
culty of Macroeconomic Contru! Is lacreasing 


Zhang Zhongji, spokesman for the State Statistica! 
Bureau, believes that the current economic situation can 
be summarized as having strong momentum for devel- 
opment. The mainstream is good, but several contradic- 
tions also are exacerbated. This year the macroeconomic 
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environment will become more tense. Zhang Zhongji 
said that in 1992, moved by the great reform and 
opening up surge, the Chinese economy grew rapidly. 
The gross domestic product (GDP) increased by 12.8 
percent over the previous year and the per capita GDP 
for the first time broke 2,000 yuan, reaching 2,055 yuan, 
an increase of 330 yuan over the previous year and the 
greatest annual increase in history. Resident income 
exceeded price increases. Actual urban resident income 
increased by 8.8 percent and that of rural residents 
increased by 5.9 percent. Accompanying the rapid eco- 
nomic growth, we also are faced with some problems, 
such as “bottlenecks” holding back acceleration, growing 
shortages in the supply of principal raw materials and 
electricity, the pronounced contradiction of inadequate 
transportation, large scale investment in fixed assets, 
and a rather irrational structure. Fixed asset investments 
for the whole society were 758.2 billion yuan, a 37.6 
percen* increase over the previous year. It is an invest- 
ment peak that since reform and opening up is second 
only to 1985. Loans and currency put into circulation are 
excessive, increases over the previous year end of 19.7 
percent and 36.4 percent, respectively, increasing infla- 
tionary pressures. Urban prices and some capital goods 
prices grew high. In 35 large and medium-sized cities, 
resident living expense prices increased by 10.9 percent 
over the previous year and energy and raw material 
purchase and import prices rose by |! percent. These all 
are problems that are related to the oveza!l national 
economy and cause a certain amount of difficulty for this 
year’s economic development and macroeconomic con- 
trol. 


Zong Kaiyuan of the Macroeconomic Control Depart- 
ment of the State Commission for Restructuring the 
Economic System believes that a major characteristic of 
the development of the 1992 macroeconomic situation 
was rapid economic growth. Analysis of the economic 
cycle reveals that 1992 economic growth reached a 
cyclical peal and entered the third high economic growth 
period since reform, and in the year’s economic devel- 
opment, the economic growth picked up speed from one 
quarter to the next. In quarters one through four of 1992. 
total value of industrial output increased by 18.2 per- 
cent, 18.5 percent, 21.7 percent, and 27 percent, respec- 
tively, over the same period the previous year. Zong 
Kaiyuan believes that a large amount of statistical data 
reflects that in 1992 the national economy was already 
overheated. The manifestations of this were: First, 
industrial growth constituted the third peak since reform 
and analysis of the economic cycle reveals that system- 
atic structure underwent a great deal of change in the 
previous two periods of economic growth, but the struc- 
ture of the economy itself and the suppiy of resources 
still could not adapt to this rapid growth. Second, 
because investment growth rather greatly exceeded the 
growth of the supply of major investment products, it 
cesed a strain on the supply of principal raw materials 
and inflation. Third, because rapid domestic economic 
growth brought a large increase in imports and the 
export capability was correspondingly inadequate, the 
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foreign exchange on hand changed from the large-scale 
growth of the previous few years to being essentially 
even, weakening future international spending capabili- 
ties. Fourth, inflationary pressures increased. Although 
in 1992 the retail price index throughout society only 
rose by 5.3 percent, we should pay attention to several 
peculiar causes of this. For example, because there was 
excessive retrenchment from 1989 through 1990, enter- 
prises formed large reserves. In the rapid economic 
growth of 1992, these reserves satisfied part of the 
demand and the 1992 bumper agricultural harvest gave 
important support to stable economic growth. In addi- 
tion, increases in foreign imports satisfied part of the 
domestic demand. Besides the factors given above, there 
was another factor, the present retail price index cannot 
totally reflect the actual situation. On the one hand, this 
index does not reflect changes in wholesale prices. On 
the other hand, with the accelerated pace of marketiza- 
tion of the economy in 1992, the structure of resident 
spending underweni very great change and reflected the 
fact that the former sample basket price change> had not 
changed correspondingly. So, the price indices them- 
selves underestimated the economic reality itself. 


People’s Bank of China Financial Research Institute 
president Zhao Haikuan believes that the present mon- 
etary situation should not be judged too severely. 
Despite the fact that in recent years the circulation of 
money has increased greatly (in 1992 it reached 36 
percent, the second highest peak since the founding of 
the country), from the analysis of several current situa- 
tions, inflation still is not on the verge of breaking out 
and will not reach serious levels. As long as the current 
monetary situation does not continue to worsen, the 
market still can tolerate it. Zhao Haikuan said that 
although the monetary situation still has not reached 
very serious levels, a potential crisis really exists and 
there are inherent factors for worsening inflation. The 
fact that some practical sector comrades are blindly 
optimistic about the monetary situation is cause for 
concern. We should be cautious about the monetary 
issue this year and be sure to persist in strictly controlling 
the circulation of money and controlling the scale of 
loans, and we cannot lower our guard in the slightest. 
The key to this issue is for all localities and all sectors to 
have a common understanding, because as far as locali- 
ties are concerned, they all want to greatly increase loans. 
If you have a loan, you can start a project. If you produce 
results, it is of rather great benefit to the locality. But the 
national money market is unified. So, if inflation occurs 
and currency is devalued, it harms the whole nation and 
the 1.2 billion citizens together share. The localities 
often cannot come to a common understanding with the 
central government on the issue of money. This issue 
needs to be taken very seriously. 


Ministry of Commerce Commercial Economic Research 
Center researcher Ding Shengjun believes that with the 
14th Party Congress's establishing the new socialist 
market economic system, the commercial tide that ts 
currently sweeping the entire country will wash away 
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several thousand years of “emphasize the essentials and 
resist the nonessentials” traditional concepts that belit- 
tled commerce and discriminated against commerce and 
raise up the market economy concepts of emphasizing 
and promoting commerce, and establish the dual con- 
cept of production and circulation. Throughout the 
country, two-thirds of the provinces, municipalities, and 
autonomous regions or more have formulated measures 
to accelerate market development. Market systems of 
every type are growing rapidly. Market slumps that have 
persisted for several years are using the force of the 
commercial tide to come out of a trough. From January 
through February of this year, retail social commodity 
figures increased by 18.9 percent over the same period 
the previous year. Throughout the country, agricultural 
trading markets have reached 79,200 and 1992 sales 
figures made up 25 percent of total social commodity 
retail sales. The tens of thousands of newly established 


technology markets have promoted the conversion of © 


science and technology achievements to productive 
forces. In 1992 technology transfer transactions reached 
as high as 19 billion yuan. A large group of companies 
registered. As of the end of 1992, the total number of 
companies throughout the nation had reached 487,000, a 
net ‘ncrease over the previous year of 229,000 or 88.8 
percent. Among those, Beijing and Shanghai increased 
by 238.3 percent and 180 percent, respectively. Stock 
system companies reached 3,500. What is especially 
worthy of note is that presently throughout the country 
13 provinces and municipalities and more than 1,200 
counties have freed up grain prices and have made great 
strides toward the goals of commercialization and mar- 
ketization. Ding Shengjun believes that in this present 
“craze” there is no lack of “empty crazes” and “shady 
crazes.” In the “company craze,”’ some people’s crazed 
feelings are for turning the sign, establishing a position, 
and practicing “cronyism,” so that quite a few compa- 
nies become joint government and enterprise mutations 
and not only receive enterprise authority and carve up 
the enterprise’s benefits, but also are closed and monop- 
olistic and rather indifferent toward converting enter- 
prise Operating mechanisms and implementing the 14 
enterprise autonomies. They appear to be severed from 
administrative departments, but actually are still joined 
to them. They control power, receive power, and do not 
let go of power. The result is that implementing enter- 
prise autonomy becomes empty talk. 


Il. Further Develop and Perfect the Market System: Let 
the Market Truly Come Alive as the Mainstay 


Chinese Enterprise Management Association president 
Yuan Baohua said that in 1992 China’s economic devel- 
opment was very good. It was universally viewed very 
favorably. But there are concerns mixed with the joy. 
The first is that the situation regarding the implementa- 
tion of the Regulations on the Conversion cf State- 
Owned Industrial Enterprise Operating Mechanisms 
made people very anxious. The enterprise autonomy 
stipulated by the Regulations has essentially not been 
implemented. If enterprises do not have vitality, there is 
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no way to establish the socialist market economy. The 
second is concerning the “sign turning companies.” 
Group companies should be joint legal persons. Possible 
“sign turning companies” first eliminate enterprises’ 
legal person credentials and one after the other take back 
the powers of the enterprises. Finally, they divide up the 
enterprises’ property as companies and the enterprises 
suffer in silence. In the past, enterprises still had a set of 
methods for dealing with the “mothers-in-law.” But after 
the “sign turning companies,” the “mother-in-law” is 
also the boss and they force the enterprises on to an 
impasse. A major drawback of reform is groups engaging 
in “sign turning companies” and “cronyism.” Imple- 
mentation of the Regulations gives the enterprises full 
operating autonomy. This is necessary to establish the 
socialist market economic system and is an overall 
problem. How structural reform and streamlining of 
personnel are arranged is a secondary problem and 
cannot infringe on the interests of the enterprises nor 
sacrifice overall interests to satisfy the interests of a 
small unit. If the enterprise autonomy issue is not 
resolved, 14 years of reform achievements could be 
destroyed in an instant. In implementing the Regula- 
tions, the government should take the initiative in dele- 
gating authority and enterprises must strive for authority 
with perfect assurance. 


Chinese Academy of Social Sciences Economic Research 
Institute vice president Yu Zuyao believes that lack of 
separation of politics and economics and combining 
government and enterprises are major characteristics of 
the administrative planning economic system. 
Reforming the administrative system and converting the 
government’s economic functions and separating gov- 
ernment and enterprise administration are important 
prerequisites to structuring the inain body of the market 
and accelerating the development of the market and the 
market system. Now reform is being intensified and 
reform of the administrative system has once again been 
put on the agenda. Some “mothers-in-law” take advan- 
tage of the opportunity to organize enterprise groups to 
engage in “sign turning companies.” This not only is not 
helpful in promoting market reforms, on the contrary, it 
sets up obstacles to the intensification of reform, and it 
could even be said that under the banner of intensifying 
reform, it restores the old ways. Because this type of 
“sign turning company” ties administrative manage- 
ment, professional management, enterprise operation, 
and market service together, it actually approaches a 
super administrative monopoly company over enter- 
prises and the market. It divests enterprises of their 
operating autonomy and stifles the functioning of 
market mechanisms, and enhances the combined gov- 
ernment enterprise system. Moreover, with power and 
money bound up together, it inevitably opens wide a 
convenient door for corruption. 


Dr. Lu Zhongyuan of the Chinese Academy of Social 
Sciences’ Finance, Trade, and Economics Research 
Institute believes that the major deep-seated contradic- 
tions that the development of China’s commodity mar- 
kets (including the consumer product and capital goods 
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markets) are facing cannot be easily overlooked. It is 
manifest in: (1) Local and sectorial protectionism in 
commodity circulation, mainly exhibited in closed 
regional markets. The main cause of this problem is the 
local financial responsibility system. (2) Administrative 
interference and lack of separation between government 
and enterprises, making it difficult to form the main 
body of the market. Since the promulgation of the 
Regulations, enterprises have had 14 autonomous 
powers and the vast majority of these have not been 
implemented. The main cause of this problem is insuf- 
ficient delegation of authority by government officials. 
Also unclear production authority relationships are a 
cause. (3) The lack of a market self-regulating organiza- 
tion. The various commercial associations, commercial 
societies, and consumer organizations cannot very effec- 
tively regulate the disputes and problems that occur in 
market operations. Several provincial-level commercial 
and goods and material companies still assume profes- 
sional administrative functions and become trade 
monopolies. So, some disputes and contradictions that 
occur in market operations often also require the inter- 
ference of government departments. This type of market 
operation is low-level and cannot achieve the anticipated 
results. (4) Lack of connection between the domestic 
market and the international market. The crux of the 
problem is that the drop from international market 
prices to domestic market prices is rather great. If we do 
not change this situation, China’s commodity market 
operation will not be complete, and it will be limited to 
an incomplete domestic market. (5) Conversion of gov- 
ernment functions. This situation greatly limits autono- 
mous enterprise operations. 


Chinese Industrial Economics Association vice president 
Dong Shaohua believes that the development of the 
socialist market economy demands a unified enterprise 
policy. He said that China’s current enterprise policy is 
not unified. Different ownership systems and different 
regions have different policies, which is not helpful to 
perfecting a unified national market and fair competi- 
tion between enterprises and regions. These policy dif- 
ferences already have restricted the development and the 
maturation of the market economy to a certain extent. 
First, it is not helpful to maintaining the mainstay 
position of public enterprises, especially state enter- 
prises. With current policy differences, their competi- 
tiveness is constantly weakening, their technological 
progress is retarded, their debt burden is heavy, their 
economic returns are low, their talent is eroded one after 
the other, and enterprise coalescence becomes less and 
less. Second, with the further intensification of reform, 
more and more mixed economic component enterprises 
are being formed from the mutual stock participation of 
enterprises of different ownership systems. Policy for- 
mulated in accordance with different ownership systems 
becomes more and more divorced from reality. Third, 
with different policies formula’.ed according to different 
ownership systems and different regions, the policy 
orientation can be misdirected, causing funds, tech- 
nology, and talent to flow into not necessarily reasonable 
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segments, thereby artificially carving up the big national 
unified market anc exacerbating the regionally devel- 
oped imbalance that should not be. Dong Shaohua 
believes that the development of the socialist market 
economy also requires a policy slant, but this policy slant 
should be considered from the industries, and with a 
unified national industrial policy, allocate resources to 
high performance industries. Enterprises from different 
ownership systems and different regions developing fair 
competition in the face of a unified policy and perfecting 
market regulations will cause the Chinese socialist 
market economy to gradually improve. 


III. Suggestions for Adjusting Macroeconomic Policy and 
Perfecting Market System Policy 


State Council Developmental Research Center 
researcher Li Chongwei believes that to get foreign 
exchange supply and demand relations and the foreign 
exchange market operating on a normal track, we should 
promptly conduct reforms of the foreign exchange man- 
agement system. We should expand the foreign exchange 
adjusted market and change the current foreign exchange 
retained amount system to a spot exchange or settlement 
exchange certification system. We propose first con- 
ducting a system of settlement exchange certificates that 
can act as limited time negotiable instruments to 
strengthen the liquidity of foreign exchange retentions 
and form a unified national foreign exchange market. 
The central bank should assume macroeconomic regula- 
tory responsibilities for adjusting the supply and demand 
of the foreign exchange market and stabilizing the price 
of exchange and should make foreign exchange reserves 
function as a “reservoir” for adjusting market supply 
and demand. When necessary, it could sell off or buy up 
foreign exchange and make an economic intervention in 
the market. So, China’s central bank should establish a 
foreign exchange stabilization fund to be used to directly 
intervene in the market when the price of exchange 
experiences rather great fluctuations, adjust the supply 
and demand, and raise or level off the price of exchange. 
When the current adjusted market supply does not meet 
demand and the exchange price is estimated high, the 
central bank draws on the rather ample foreign exchange 
reserves that China presently still has and sells off part of 
them on the market, in one respect, adjusting the supply 
and demand and satisfying the legitimate foreign 
exchange demand. At the same time, it can withdraw a 
large amount of renminbi from circulation to reduce the 
currency and level off the exchange price, getting 
numerous benefits from one action with many advan- 
tages and few disadvantages. In sum, the central bank 
should actively use economic methods to exercise mac- 
roeconomic control. It should make the exchange rate 
policy a component part of the monetary policy and use 
it as a complement. The current low estimated renminbi 
adjusted exchange price can be raised again and stabi- 
lized. We need only expand the foreign exchange market 
mechanisms and level off the adjusted price and we can 
reduce the disparity between the two exchange prices 
and gradually transition to one exchange price, thereby 
attaining the goal of free exchange of the renminbi. 
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State Council Research Office vice chief Su Ning 
believes that, premised on maintaining rather rapid 
economic growth in 1993, we should first control the 
growth of demand. This demand primarily indicates 
investment growth. Economic growth in 1993 still can 
maintain a slightly high rate, for example, GNP reaching 
about 10 percent, but investment absolute cannot 
increase. The scale of investment must be controlled. 
Second, we should control the money supply. By control- 
ling the total amount of currency, we will attain control 
of the rate of economic growth. Third, if we want to 
control the scale of investment, we must thoroughly 
change the before tax loan repayment method. The 
current before tax loan repayment method is risk free for 
both banks and enterprises, and actually encourages 
investment inflation. So, we must decide to reform the 
loan method and make new increased loan after tax 
repayments to restrain enterprises. 


State Planning Commission Market Price Department's 
Liu Wen and Zhang Xurong believe that the high price 
Starting point at the beginning of the year must elicit 
adequate concern. Since the beginning of the year, gen- 
eral national retail price levels have risen rather vigor- 
ously. In January they rose by 8.4 percent over the same 
period the previous year. Within that, urban prices rose 
10 percent and rural prices rose 7.3 percent. The key to 
maintaining rapid growth of the national economy while 
avoiding serious inflation in 1993 is to maintain an 
overall balance and cptimize the structure and enhance 
macroeconomic control of the national economy. (1) We 
should pay close attention to the functioning of the 
national economy and maintain overall balance of 
supply and demand in society, while maintaining good 
economic growth. We should conscientiously do a good 
job of appropriately regulating banks and continue to 
increase controls on the scaie of credit, and further 
adjust the credit structure and do a good job of managing 
and circulating funds. At the same time, based on the 
changing money supply situation, we should make 
appropriate minor adjustment in a timely manner. (2) 
We should intensify reform of the investment system 
and improve and enhance macroeconomic control of 
fixed asset investment and control the overall scale of 
social investment within the nation’s capabilities, while 
equitably directing investment orientation and guarding 
against unnecessary duplicate construction. (3) We 
should put forth a great effort to adjust the industrial 
structure and strive to improve the economic perfor- 
mance of enterprises. First, we should adopt effective 
measures regarding “bottleneck” industries that restrict 
the development of the national economy, further tap 
potential, and as much as possible, satisfy economic 
development requirements. Second, we should increase 
efforts to adjust the structure of processing industries, 
improve product quality and grades, and increase 
designs, colors, and varieties. Third, we should accel- 
erate enterprise technical progress, reduce consumption, 
and improve economic performance. (4) We should 
establish sound central and local price adjustment fund 
systems and reserve systems for principal commodities 
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and materials and enhance the state’s macroeconomic 
control capabilities over market prices. (5) We should 
properly deal with the relationship between price stabi- 
lization and economic development, and appropriately 
arrange the timing and the ordering of the implementa- 
tion of various reforms. 


With a view toward some deep-seated contradictions in 
China’s current commodity market development, Dr. Lu 
Zhongyuan believes that, first, we should accelerate the 
establishment and improvement of market regulations. 
The primary issue is for the state to implement an 
Anti-Illegitimate Competition Law as a basic regulation 
to standardize the operations of the national unified 
market. In addition, the establishment of some specific 
complementary laws and regulations such as a Consumer 
Powers and Benefits Law, an Anti-Closing Law, and a 
Commerce Law should be added as soon as possible. 
Second, in accelerating the reform of microeconomic 
mechanisms, we should concentrate on resolving pro- 
duction authority relationships and thoroughly sever the 
affiliation of state enterprises with upper echelon admin- 
istrative departments. At the same time, while thor- 
oughly promoting the market orientation of state enter- 
prises, we should make state enterprises enjoy equal 
competitive conditions with nonstate enterprises and 
wholly or partially foreign-owned enterprises. If we exer- 
cise discriminatory policies toward state enterprises, this 
microeconomic operating base would be inequitable. 
Third, in accelerating the establishment of intermediary 
market organizations, the emphasis should be on making 
the self-regulating functions of trade associations more 
sound, but we should clearly define their responsibilities, 
so that they can resolve and coordinate disputes and 
specific contradictions in market operations and avoid 
becoming a new trade monopoly. Fourth, we should 
accelerate the opening to the outside and the creation of 
an equal competition environment for state enterprises 
and foreign investment enterprises in the commodity 
circulation area. We should expand the areas that foreign 
investment enterprises are permitted to enter in circula- 
tion. Fifth, we should accelerate the conversion of gov- 
ernment functions and the pace of mechanism reform 
and strive to complete the current structural adjustments 
and break ups before China is “readmitted to GATT.” 


Zong Kaiyuan believes that the prerequisites for i993 
economic development should be: Full domestic 
employment; the introduction of foreign capital at a 
level not lower than the previous year; holding state 
foreign exchange balances at the previous year-end level 
or slightly lower; and limiting inflation to the 7 to 8 
percent range. According to our forecast, within these 
bounds, the national economy still can achieve rather 
rapid growth and the GDP can increase by 10 percent 
over the previous year and achieve nearly 2.6 trillion 
yuan. 


Chinese People’s University professor Zhao Lukuan and 
State Council Foreign Economic Relations and Trade 
Ministry run Commerce Department assistant depart- 
ment head Wang Jiarui also spoke at the symposium and 
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expert scholars Sun Shangqing, Yu Xiaosong, Dong 
Fureng, Zhang Zhuoyuan, Song Jingcun, Zheng Dunxun, 
Jia Lurang, Liu Rongcang, Qin Yi, Zhao Xiaomin, Tao 
Bei, Wei Jie, Ren Linshu, Guan Zhenglin, Zhuang 
Guisan, Zhang Yiyin, Feng Guoping, and Xu Bingxuan 
also participated in the symposium. 


Enterprise Reform Policy Achieves Initial Results 


93CE0757B Beijing JINGJI RIBAO in Chinese 7 Jul 93 
pl 


[Report by Lu Xiangdong (4151 0686 2639): ““Nation 
Achieves Initial Results in Implementing ‘Regulations””’] 


[Text] Over the past year since the “Regulations on 
Transformation of Operational Mechanisms of State- 
Owned Industrial Enterprises’ were promulgated and 
put into effect, generally speaking, the work of imple- 
menting these “Regulations’’ has developed well 
throughout the country. Now, the tasks of transforming 
the enterprise operational mechanisms, modifying the 
government functions, and granting management power 
to enterprises are all in full swing. The work of enterprise 
reform continues and has already yielded initial results. 
These were noted by Chen Qingtai, vice minister of the 
State Economic and Trade Commission, yesterday when 
briefing the press in the capital on the implementation of 
the “Regulations” during the past year. 


Since the “Regulations” were promulgated in July last 
year, all localities and departments around the country 
have spent lots of efforts and made remarkable progress 
in implementing the “Regulations” by complying with 
the requirements in the relevant “circular” issued by the 
State Council. Specifically, their achievements are in the 
following six areas: 


—The leadership has devoted great attention to this 
matter, and an extensive and in-depth campaign has 
been carried out to study and publicize the “Regula- 
tions.” After these “Regulations” were promulgated, all 
localities and departments immediately started to pub- 
licize and implement them. The masses were mobilized, 
plans were drawn up and put into execution, and wide- 
scale propaganda was launched. Soon a vigorous cam- 
paign to study and publicize the “Regulations” appeared 
throughout the country. 


— Efforts have been made to formulate “rules for imple- 
mentation” as well as supplementary provisions and 
concrete measures to expedite the implementation of the 
“Regulations.” As of last April, 29 provinces, municipal- 
ities, and autonomous regions had promulgated their 
“rules for implementation,” the only locality having not 
done so being Hainan Province. Meanwhile, the perti- 
nent departments of the State Council have worked out 
28 sets of supplementary provisions in this regard. Up to 
now, six of them have been promulgated, four have been 
co-signed by other departments concerned, and seven 
have been submitted to the higher authorities for 
approval. The other | 1 have yet to be sent to the higher 
authorities. 
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—Work has proceeded step by step to grant 14 autono- 
mous powers to enterprises and consolidate their status 
as the main bodies in the market. According to statistics 
covering |5 selected provinces, autonomous regions, and 
municipalities, eight of the 14 autonomous powers listed 
in the “Regulations” have been granted to all enter- 
prises. Four autonomous powers have been granted to 
some of the enterprises; these are power to form joint 
ventures through amalgamation, power to employ labor, 
power to decide on investment, and power to manage 
assets. However, two autonomous powers have drawn 
complaints from enterprises. One is the import and 
export power. Enterprises qualified to enjoy this power 
complain that there are too many screening and 
approving departments and the process to obtain this 
power is time-consuming. Those already granted the 
import and export power complain that they cannot 
enjoy the same treatment as foreign trade companies 
with respect to export quotas and export licenses. The 
other power drawing complaints is the power to reject 
irregular financial levies. Most enterprises say that this 
power is most difficult to exercise. It is hard, they say, to 
draw a clear line of demarcation between financial levies 
imposed by various departments and units and the 
voluntary “public relations” support given by enter- 
prises. Also, some units concoct pretexts of one kind or 
another to impose financial levies in disguised form. 
Some monopoly trade departments make compulsory 
collections. Some solicit support in the name of holding 
meetings or raising funds. In all cases, enterprises dare 
not reject the requests. 


—The government has taken measures to modify its 
functions. This can be seen from the following: First, 
progress has been made in streamlining government 
departments. Second, new achievements have been 
made in developing the market, providing a more favor- 
able condition for enterprises to enter the market. Third, 
progress has been made in establishing a social security 
system, and the government's function in managing 
social affairs have been given due attention. Fourth, a 
great deal of work has been done to clear up unfinished 
documentary work, thus expediting implementation of 
the “Regulations.” 


—Further progress has been made in the test- 
transformation of operational mechanisms. Statistics 
covering |7 provinces, autonomous regions, and munic- 
ipalities, including Heilongjiang, Jilin, Liaoning, Hebei, 
Shandong, Zhejiang, Sichuan, and Guangdong, show 
that 9,812 enterprises have now started transforming 
their operational mechanisms on a test basis. The test- 
transformation covers a variety of items, including the 
improved contract system, experimental shareholding 
system, separation of tax and profit, operations “similar 
to the three kinds of foreign-funded enterprises,”’ enter- 
prise-lease system, one factory with two systems, and 
state-owned small business enterprises run by private 
entrepreneurs. Meanwhile, more enterprises have con- 
ducted the three-system reform for trial purposes. The 
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work of reforming enterprises has developed from single- 
system reforms to comprehensive and coordinated 
reforms. 


—More efforts have been put into enterprise restruc- 
turing. Since last year, more enterprises have been 
merged or closed down or have declared bankruptcy. 
This is an initial indication of the market's effect on 
distributing resources. For example, since the promulga- 
tion of the “‘Regulations,’’ 103 enterprises in 
Heilongjiang Province have been purchased by or 
merged with others, resulting in a rational redistribution 
of 120-million-yuan assets and some 6,300 staff mem- 
bers and workers. Besides, 60 enterprises in the province 
have been closed down, and 18 state-owned enterprises 
have declared bankruptcy. 


As Chen Qingtai pointed out, the present results in 
implementing the “Regulations” are only initial results. 
They only show a good beginning, and many problems 
still exist. One problem is that some localities, depart- 
ments, and enterprises lack a sufficient understanding of 
the role and significance of the “*Regulations.” They do 
not understand the contents thoroughly and accurately. 
A few localities have not taken the implementation of 
the “Regulations” as its central task. Since their prin- 
cipal leaders have not devoted enough efforts, the work 
to implement the “Regulations” is only moderate in 
these localities. The second prublem is the slow pace in 
modifying the government functions. Some powers 
belonging to enterprises “continue” to be held by central 
or local government departments, resulting in an 
abnormal phenomenon in the modification of govern- 
ment functions. In the case of business entities and 
companies established by government departments, 
there are instances where management power has been 
retrieved or is still held by the government departments 
concerned. Another serious phenomenon is that some 
monopoly trade departments have “entered the market” 
to conduct forcible buying and selling. The third 
problem is lack of well-coordinated reform measures. 


With regard to the next step to implement the “Regula- 
tions,” Chen Qingtai stressed three things: First, internal 
and external conditions have now been ripe for imple- 
menting the “Regulations.”” Under these circumstances, 
the government departments concerned should actively 
promote the implementation of the “Regulations.”’ The 
ultimate goal is to have enterprises transform their 
operational mechanisms, increase their vitality, and 
march toward the market through their own efforts. 
Second, it is necessary to define the responsibilities 
regarding property rights and strengthen the control and 
management of state assets. At present, lack of clearly 
defined responsibilities have enabled all sectors to take a 
share of state assets, resulting in a serious loss of such 
assets. All enterprises should truly take up the responsi- 
bility to preserve the value and increase the amount of 
state assets as required by the “Regulations.” While 
granting the 14 management powers to enterprises, the 
government should require that enterprises report all 
major property changes, such as package sales, joint 
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investment with overseas businessmen, institution of the 
shareholding system, separation and close of operations, 
to the pertinent government departments for approval! in 
accordance with the procedures stipulated in the “Reg- 
ulations.”” Third, specific supplementary measures 
should be formulated to thoroughly implement the “Reg- 
ulations.”” Enterprises with different operations should 
be dealt with in different ways. The method is to give 
them different guidance according to their categories, 
that is, to use “different policies for different factories” 
sO as to push all enterprises into the market. All localities 
and departments should work out a three- or five-year 
plan to enable the state-owned enterprises under their 
management, especially big and medium-sized enter- 
prises, to enter the market group after group at different 
times. They should use the method of different policies 
for different factories to further implement the “Regu- 
lations.” 


PROVINCIAL 


Economic Progress Crucial to Three Gorges 
Resettlement 


93CE0721A Chengdu SICHUAN RIBAO in Chinese 
12 Jun 93 p 1 


[Article by He Guangting (0149 0342 3806): “A Boat 
Trip on the Three Gorges, Discussion of Resettlement, 
Interview With Provincial CPPCC Deputy Chairman 
Xin Wen (6580 2429)”] 


[Text] As the boat travels through the Three Gorges area, 
the majestic sights on both sides make people want to 
remain forever. At times like this, the poetry of comrade 
Mao Zedong is apt to suddenly appear in one’s mind: 
** Standing before the western river's rocky cliff, I hold 
back Mt. Wu’s clouds and rain, a placid lake appears 
among the high gorges.”’ Before long, the Three Gorges 
dam construction will begin, and there will be a change 
of scenery here. 


Standing on the side of the ship, and facing a gentle river 
breeze, I spoke with provincial CPPCC Deputy 
Chairman Xin Wen about the Three Gorges reservoir 
area resettlement, he again reminded me that “the 
arrangements for the reservoir area resettlement are very 
complex, the task is most formidable, and there is a 
tremendous number of factors that cannot be foreseen. 
And as luck would have it, regarding this question, some 
comrades’ estimates are not sufficient, and view this 
problem as being overly easy to solve.” 


On this issue Xin has done extensive and detailed 
investigative research, and he speaks with fervor and 
assurance, his words striking home. Looking at the 
experience of various countries around the world, what 
is fundamental to ensuring proper resettlement is eco- 
nomic development. Therefore, Xin believes that we 
cannot talk merely about resettling people, we must with 
a bold spirit of reform and opening up, handle the 
reservoir area resettlement arrangements while 
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exploiting the reservoir area’s natural resources, devel- 
oping the economy, and opening links to the outside. 
Adjustment of the production mix, scientific and tech- 
nological progress, and urban construction should all be 
integrated with resettlement to improve, expand, and 
increase the outlets, channels, and social capacity for the 
resettlement arrangements. Simply speaking, the guiding 
principle for resettlement should be one of development. 


“Relocation arrangements for the reservoir area evac- 
uees, not only must produce an environment for sur- 
vival, but also must provide the conditions for develop- 
ment and becoming rich.”’ Xin stressed that the 
inundated cities, whether they are completely moved, 
pushed back, or spread out, must start with a long-term 
development strategy, and consider allowing leeway for 
future generations. They must appropriately expand in 
scale, and cannot reproduce themselves on their original 
scale, their original level, and according to the original 
layout. In terms of the urban scale, the social environ- 
ment, the overall arrangement, and the architectural 
Style, it is also necessary to have comparatively clear-cut 
characteristics. The relocation of urban production 
enterprises also cannot duplicate construction according 
to existing scales, existing products, available tech- 
nology, and existing levels, but must consider market 
changes and competition, and appropriately expand, 
make increases, and even open up new product lines. 


When it comes to exploiting the natural resources of the 
reservoir area, and developing the economy, Xin 
believes that it is necessary in the reservoir area to plan 
a proper set of construction projects. This means consid- 
ering issues such as the rational distribution of produc- 
tion forces and opening up to the outside, and handling 
construction in the reservoir area in a manner similar to 
Pudong, linking it with development of the entire 
Yangtze basin, to create conditions for the southwest to 
move toward the world market. Of course, this must 
proceed from the needs and possibilities of the Three 
Gorges region, and stress proper handling of the con- 
struction of basic facilities, particulariy the development 
of energy and construction material resources, the devel- 
opment of below-ground natura! resources in the reser- 
voir region, and the development of processing indus- 
tries. 


When discussing resettlement funds, Xin noted that the 
Three Gorges Project has already been decided, and 
resettlement funds should be brought into play as early 
as possible. The state should pay compensation for direct 
and indirect losses sustained due to the inundation. In 
this area, reutilization of funds does not exist, nor can it 
be implemented. Those who believe that using some 
portion of the total resettlement fund to implement 
reutilization of funds will make it possible to adequately 
settle evacuees, are only indulging in wishful thinking. 
Only that portion of funds slated for development is 
genuinely applicable for reutilization. 


Since the idea of building the Three Gorges project was 
raised in 1958 at the Central Chengdu Conference until 
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last year when the National People’s Congress passed its 
resolution, a period of more than 30 years that included 
the on-again off-again siti tion of “no three, no four” 
(neither Three Gorges Province, nor Sichuan Province) 
in the 1980s, many construction projects could not be 
started in the Three Gorges area at various sites. This has 
created a situation where the Three Gorges region today 
is economically backward, and this is one of the major 
causes of the low level of people’s living standards. If 
construction on the Three Gorges Dam begins now, 
resolution of the resettlement issue must not be delayed. 
Xin believes that we must seize this opportunity to 
develop the reservoir region’s economy. Before the 
Three Gorges Economic Zone is officially established, 
Xin suggests that the state can first adopt certain con- 
crete support measures: First, there is job-related assis- 
tance and support by the state’s relevant departments, 
including projects, funds, technology, etc. Second, from 
now, the Three Gorges key water control project is put 
into operation, and the state should provide the Three 
Gorges region with standards for quotas, special 
projects, and low interest loans, in addition to the annual 
quotas for Sichuan. These would be used to support the 
construction of basic infrastructure, tap natural 
resources, and build economic development projects. 
Third, in view of the difficulties with state finances, 
allocating a comparatively large amount of funds to 
support economic development in the Three Gorges area 
will be difficult, but it is possible each year to allocate 
funds on the order of 100 million yuan, to be used in 
issuing interest paying bonds. This is a must, and it can 
be done. 


The boat is moored in the Bao Islands, the Three Gorges 
Dam site was chosen to be here. On the banks construc- 
tion crews are already doing preliminary work. Given 
the Three Gorges Project's basic pledge on resettlement, 
Xin’s opinion on this issue is worthy of attention. 


INDUSTRY 


Newspaper Ranks 20 Most Profitable Aerospace 
Firms 


93CE0618B Beijing ZHONGGUO HANGKONG 
HANGTIAN BAO [CHINA AEROSPACE NEWS] 
in Chinese 23 May 93 p 1 


[Text] Enterprises in the aerospace industry increased 
industrial value by 332 million yuan in the first quarter 
of this year. During the same period the gross value of 
industrial output and sales revenue rose 3.25 percent and 
34.31 percent respectively over the corresponding period 
last year. About one-tenth of the enterprises reported a 
comprehensive profitability index higher than the 
national standard. The following reached or exceeded 
the national standards for a variety of single-item eco- 
nomic indicators: net output value, three-fifths; indus- 
trial products sales rate, one-half; labor productivity, 
one-half; industrial costs and profits rate, one-fifth; 
industrial funds to profits and taxes rate, 5 percent; and 
working funds turnover rate, 5 percent. 
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According to statistics, both output value and sales 
revenue grew substantially in the first quarter over the 
corresponding period a year ago. On the other hand, with 
more enterprises reporting losses and the amount of 
losses going up, there has been a notable decline in 
enterprise profits. 


This state of affairs was mainly caused by acute fund 
shortages, rising production costs, the fact that over- 
stocked products are being sold below cost, the slow pace 
of product mix adjustment, and statistical discrepancies 
created when enterprises undertake joint operations with 
local concerns. All units should take this situation seri- 
ously. 


This newspaper hereby announces the top 20 enterprises 
in the aerospace industry according to their standing on 
the comprehensive profitability index. 
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Leaders of the aerospace industry demand that all units 
involved ensure the completion of science and tech- 
nology and production tasks in the second quarter, do a 
good job in quality shake-up, and continue reform. An 
effort must be made to overcome the acute fund short- 
ages, putting to the best use the funds enterprises now 
have on hand, and speed up the adjustment of the 
product mix. Enterprises must turn losses into profits 
and work to make themselves more profitable in earnest 
SO as to reverse the decline in profits without delay. The 
emergence of multiple economies and various methods 
of operation are changing scientific research and produc- 
tion in the aerospace industry, injecting into it new life 
and vigor. However, it also raises new issies. How to 
improve management and preserve and increase the 
value of state assets is something that leaders at all levels 
must sit up and take note of. 


Ranking Industrial profit- Industrial Industrial fund Industrial net Industrial cost Labor produc- Turnover of cir- 
ability compre- product sales to profit and tax © output rate (%) to profit rate tivity (yuan per culating fends 
hensive index rate (%) rate (%) (%) worker) (number of 

times) 
unit value unit value unit value unit -value unit value unit value unit value 

l Fac- 215.93 Ximya 577.27 Sealing 35.77 Plant 120.60 Plant 60.58 Plant $2251.11 Plant 3.46 
tory Enter- Mate- 210 165 3653 3633 
7803 prise nals 

Plant 

2 Sealing 205.29 Shang- 266.48 Plant 30.68 Plant 98.51 Plant 46.20 Plant 37350.16 Plant 2.82 
Mate- guang 7803 304 284 3655 7803 
rials Enter- 

Plant prise 

3 Plant 191.86 Xin- 219.65 Plant 18.96 Plant 90.71 Plant 40.36 Plant 35112.02 Plant 2.59 

284 guang 284 3409 825 7803 3420 
Enter- 
prise 

4 Plant 186.14 Plant 203.13 Plant 15.02 Xin- 83.99 Plant 30.82 Plant 33262.79 Sealing 2.00 

165 695 8604 jiang 8604 3407 Mate- 
Enter- rials 
prise Plant 

5 Plant 161.54 Plant 162.20 Plant 14.46 Plant 76.67 Plant 22.77 Sealing 32509.96 Plant 1.60 
825 210 825 3407 693 Mate- 284 

rials 
Enter- 
prise 

6 Plant 157.01 Xinhua 150.00 Plant 11.35 Plant 76.44 Plant 20.33 Plant 27010.08 Plant 1.57 
8604 Enter- 8614 283 8614 210 3655 

prise 

7 Plant 152.07 Plant 143.11 Plant 9.91 Plant 73.93 Plant 17.62 Plant 25637.07 Xinli 1.$7 
3653 159 165 699 7103 3420 Plant 

8 Plant 135.80 Plant 140.89 Plant 7.75 Plant 67.19 Plant 15.08 Plant 19789.07 Plant 1.39 
210 3536 692 3531 7803 3$31 8604 

9 Plant 131.14 Shangyou!39.22 Xinxin 7.70 Plant 67.18 Plant 14.51 Plant 16050.25 Plant 1.29 
3407 Enter- Enter- 165 801 139 3536 

prise prise 

10 Plant 115.87 Plant 137.19 Plant 7.19 Plant 66.67 Plant 13.99 Plant 15663.37 Plant 1.28 
3655 111 139 3401 239 699 139 

11 Plant 107.54 Plani 136.39 Plant 6.04 Plant 65.34 Plant 12.87 Plant 14349.95 Shangyi 1.09 
3420 3247 3536 3412 7105 3533 Enter- 


prise 
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Ranking Industrial profit- Industrial Industrial fund Industrial net Industrial cost Labor produc- Turnover of cir- 
ability compre- product sales to profit and tax output rate (%) to profit rate tivity (yuan per culating fands 
hensive index rate (%) ate (%) (%) worker) (number of 
times) 
12 Xinxin 98.70 Plant 136.36 = Plant 5.40 Xinh 64.65 Sealing 11.98 XInxin 14040.65 Plant 1.07 
Enter- 211 7103 Enter- Mate- Enter- 159 
prise prise nals prise 
Enter- 
prise 
13 Plant 95.53 Plant 134.33 Plant 5.26 Plant 60.78 Plant 11.51 Plant 13126.71 Plant 1.00 
3536 304 239 3405 694 3401 3415 
14 Plant 94.29 Suzhou 133.33 Plant 5.13 Shangyou 60.31 Xinxin 11.03 Plant 13111.34 Plant 0.98 
7103 - 694 Enter- Enter- 284 3423 
trical prise prise 
Machinery 
Com- 
pany 
15 Plant 89.99 Plant 129.84 Plani 5.05 Plant 60.05 Plant 8.88 Plant 12956.86 Plant 0.97 
139 8604 3407 719 210 307 8612 
16 Plant 87.98 Plant 127.63 Plant 4.22 Plant 60.00 Plant 8.69 Plant 11945.35 Plant 0.94 
239 8612 3423 35%6 3407 3409 7169 
17 Xin- 82.89 Plant 121.77 Plant 3.72 Xinya 59.09 Plant 8.03 Xin- 11445.52 Plant 0.92 
guang 3419 341 Enter 211 guang 692 
Enter- prise Enter 
prise prise 
18 Xinya 79.59 Plant 119.09 Xin- 3.19 Plant $7.26 Plant 6.87 Plant 10936.71 Plant 0.89 
Enter- 119 guang 3419 119 825 825 
prise Enter- 
prise 
19 Plant 76.40 Plant 118.67 Plant 3.11 Plant $6.17 Plant 6.14 Plant 10879.35 Plant 0.87 
693 349 8612 7111 7861 283 7424 
20 Plant 74.60 Plant 117.72 Plant 2.89 Plant $1.75 Plant §.27 Su7*~« - 10541.73 Plant 0.87 
3401 3532 307 7861 3536 Elec- 694 
trical 
Machinery 
Com- 
pany 


Measures Introduced To Reward Aerospace Firms 


9CE0618A Beijing ZHONGGUO HANGKONG 
HANGTIAN BAO [CHINA AEROSPACE NEWS] 
in Chinese 23 May 93 p 1 


[Article by Xu Shu (7312 6615): “Measures Introduced 
To Reward and Punish Money-Losing Aerospace 
Firms”) 


[Text] “Reward and Punishment Measures for Money- 
Losing Enterprises in the Aerospace Industry,” drawn up 
in accordance with pertinent national policies, were 
formally unveiled a few days ago. They were intended to 
stem the losses of some unprofitable enterprises in the 
aerospace industry, make them more accountable for 
their own profits and losses, and encourage them to 
improve management. 


Despite its remarkable success and growing reputation in 
recent years, the aerospace industry has not been making 
money at a satisfactory rate. In particular the entire 
industry has consistently been plagued by the losses 
some enterprises have been running up. Since the first 
quarter of this year, 36 enterprises have lost money, the 
amount of losses up 65.32 percent over the same period 
last year. 


The newly unveiled “reward and punishment” law will 
play a key role in getting the enterprises to step up 
internal management at a time when other comprehen- 
sive measures are also being undertaken throughout the 
industry. 


Under the “reward and punishment” law, all money- 
losing enterprises as well as institutes, bureaus, bases, 
and corporations with money-losing enterprises shall 
enter into a contract with the department in charge 
under which they are to cut losses or turn losses into 
profits. The director and general manager of a money- 
losing enterprise shall pledge an amount not less than 20 
percent of their annual standard salaries as risk security. 
The secretary of the CPC committee and other leaders 
shall also use a corresponding share of their salaries as 
security. When an enterprise succeeds in cutting its 
losses or turning its losses into profits in a year, the 
factory director and manager shall have their security 
returned to them ana furthermore be paid between 500 
and 1,000 yuan as reward. When a factory exceeds its 
target by | million, 3 million, and 5 million yuan, it shall 
be paid between 1,000 and 1,500 yuan, 1,500 and 2,000 
yuan, and 2,000 and 3,000 yuan, respeciively, as reward. 
When an enterprise turns its losses into profits one year 
ahead of schedule, the factory director and general 
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manager shall be paid a Class | standard salary and 
between 1,000 and 2,000 yuan as reward while 50 
percent of the employees shall have their wages raised 
one grade. When an enterprise turns its losses into 
profits two years ahead of schedule, the factory director 
and general manager shall be paid a Class | standard 
salary and rewarded between 2,000 and 3,000 yuan, the 
wages of its employees shall go up one grade, and 3 
percent of the factory director’s promotion target shall 
be made retroactive one year. 


The “reward and punishment” measures also stipulate 
that enterprises that fail to cut losses or turn losses into 
profits shall not issue bonuses or increase wages (except 
where mandated universally by the state or municipal- 
ity). They shall stop applying the 3 percent reward and 
promotion target and the risk security paid by the factory 
director and general manager shall not be returned. 
When an enterprise incurs more losses than the year 
before, the standard salaries of the factory director and 
general manager shall drop one grade. Depending on the 
circumstances, there may also be a shake-up of the 
enterprise leadership through demotion and dismissal. 
In addition to being denied bonuses, employees may 
have 5 to 10 percent of their standard wages deducted. 
When a hitherto profitable enterprise loses money, the 
department in charge shall deduct from the director's or 
general manager's salary an amount equal to all their 
bonuses for the year and drop their salary one or two 
grades. When a factory director or general manager, in 
an effort to cut losses or turn losses into profits, commits 
a serious mistake leading to severe economic losses, the 
case shall be reported and critiqued. Furthermore, he 
may be subject to disciplinary measures, required to pay 
monetary damages, and even held legally liable. 


The “reward and punishment measures” also specify in 
detail what rewards and punishments are to be meted 
Out to party secretaries and other factory-level leaders. 


SMALL-SCALE ENTERPRISES 


Individual Businessmen Overburdened by Taxes 


93CE0699A Hong Kong CHIU-SHIH NIEN-TAI [THE 
NINETIES] in Chinese No 6, 1 Jun 93 pp 32-35 


[Article by Wang Cunli and Wang Dao: “Restricted 
Reference Material: Individual Economy Slides Down 
From Peak”’] 


[Text] Apportions, charges and fines in various forms 
still abound, although they are repeatedly prohibited. 
Many individual businessmen close their businesses and 
“go to other localities” or sell their assets to do some- 
thing else. Many of them also call on government organs 
at the higher level to file their complaints or petitions. 
All departments which have authority invariably 

fees. There are as many as 2,000 forms of charges 

members in public security and taxation departments 
and administrative bureaus for industry and commerce 
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also eat free meals and pay nothing for things they buy, 
and even forcibly demand money or gifts. 


(Editor’s note: It looks like the business boom in main- 
land China is still continuing. However, the private 
economic sector in some provinces and cities is 
declining. This situation is mainly created by excessive 
local taxes, charges and fines. Individual businessmen 
cannot stand them. Thus, they close their businesses, 
move to other localities or even call on higher authorities 
to file complaints. Not long ago, a Chinese Communist 
restricted journal carried an report submitted by two 
XINHUA reporters on an investigation conducted in 
Yinchuan City. Now, we publish it here as follows.) 


“World of Individual Economy Truly Has No Choice” 


The individual and private economy in Yinchuan City, 
which had rapidly arisen and steadily developed in the 
1980s, declined last year. Many individual businessmen 
close their businesses and “move to other localities” 
while others sell their assets and try to make a living in 
some other places. There are more people forming 
groups to call on higher authorities to file complaints and 
petitions. This has aroused debates in all sectors of life in 
society. Recently our reporters have conducted an inves- 
tigation on this issue. They believe that various appor- 
tions, charges and fines have not only caused individual 
businessmen to doubt the party's principle and policy 
and seriously affected the healthy development of the 
individual economy, but also tarnished the image of the 
party and the government in the minds of the people. 


Number of Individual Business Establishments 
Reduced, Transport Service Reduced 


It is reported that as of the end of 1992, the number of 
individual business establishments totaled 10,189, an 
decrease of 550 establishments or 5.3 percent compared 
with 1991. The amount of their registered capital also 
dropped from 62.08 million yuan in 1991 to 58.35 
million yuan in 1992. Except that the number of indi- 
vidual businessmen in the field of industry rose slightly, 
the number of those in all other trades dropped. The 
number of individual businessmen in the field of con- 
struction dropped by 47.2 percent; those in the field of 
communications and transportation 15.7 percent: those 
in the field of commerce 0.4 percent; those in the 
catering services 3.4 percent; those in repair and main- 
tenance trade 10.7 percent; and those in other trades 
50.7 percent. 


The main reason for the slump of the individual 
economy in Yinchuan City is that individual business- 
men’s earnings dropped, and some of them even suffered 
serious losses. Our reporters talked with Da Qingmei, 
Ma Zuolin and Tang Jincheng, owners of passenger vans 
about their revenues and expenses. Da Qingmei bought a 
19-seat ““Huaxi” van in May 1992. Every month, he 
needs to make a total payment of more than 2,700 yuan 
with the following breakdown: eight categories of taxes 
totaling 371.88 yuan; administrative fee for industry and 
commerce 72 yuan; parking fee 40 yuan; public security 
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and joint defense fee five yuan; road maintenance fee 
250 yuan; insurance fee nearly 200 yuan; and gasoline 
fee 1,800 yuan at minimum. That does not include 
repair, fine, depreciation and expenses for 13 different 
types of permits and licenses needed. According to an 
estimate made by the local administration for industry 
and commerce, the revenue for each van is 3,600 yuan 
and according to the estimate made by the local depart- 
ment of communications, the revenue is 4,000 yuan. 
After deducting the aforementioned pxyments, a van 
with one driver and one conductor earns about 900 to 
1,600 yuan. Only 700 to 800 yuan are l:ft from this 
amount after deducting the miscellaneous expenses. The 
road maintenance fee will be raised to 600 yuan per 
month this year. After paying the driver (400 to 500 yuan 
a month) and the conductor (150 yuan) per month as 
their wages, what an average van owner makes is less 
than the interest which he would accrue if he puts the 
same amount of investment into a bank as a deposit. A 
van owner will undoubtedly lose money if the conditions 
of the van are not so good. Right now, signs of “car for 
sale” and “car for transfer” are being displayed at the 
rear windows of many vans on the streets. In 1992, more 
than 300 trucks were sold to neighboring cities and 
counties or to other provinces. 


More Taxes and Fees; Clashes Rage Repeatedly 


Clashes between individual businessmen and the depart- 
ment in charge of their businesses rage from time to time 
due to decreasing revenues or other reasons. More and 
more individual businessmen have called on higher 
authorities to file their complaints. In September 1992, 
over 300 individual truck drivers at the freight yard near 
the Yinchuan Railway Station called on the Yinchuan 
City Government for assistance to stop the railway 
freight yard from charging an additional 20 percent 
administrative fee. In August, individual passenger van 
drivers formed groups to call on the department of 
communications of the autonomous region for assis- 
tance to stop imposing any fine on passenger vans out of 
Yinchuan’s city limit as a result of disputes among the 
relevant departments over trifles. In November, indi- 
vidual restaurant owners in the commercial district of 
Yinchuan blocked the gate of the city government 
demanding that the relevant department adopt adminis- 
trative measures to help their business in the evening. On 
1 February this year, several hundred passenger van 
drivers blocked the gate of the autonomous regional 
government with over 100 vans for as long as eight 
hours, protesting against the unreasonable increase of 
road maintenance fee by the department concerned. 


In 1992, the market in Yinchuan flourished. Govern- 
ment organs, schools and even parks pulled down their 
wails. Later the walls were replaced by row upon row of 
shops. This kind of business boom ran counter to the 
statistics compiled by the local administrative bureau for 
industry and commerce, which indicated a decline of the 
number of individual business establishments for 
industry and commerce. The truth was that more and 
more individual businessmen ran their business without 
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any license after they turned in their licenses for cancel- 
lation. There were more people turning in their licenses 
for cancellation than those who obtained business 
licenses to start doing business. Within a short period, 
the number of mobile vendors sharply increased. Inci- 
dents of cheating and over-charging customers occurred 
frequently. At one time, major markets such as the 
Beihuan Vegetable and Fruit Market were in chaos, and 
the administration for industry and commerce was 
thrown into passivity. Meanwhile, some individual busi- 
nessmen who knew their way around tried to avail 
themselves of the loopholes in the government policy, 
and hoisted high the signboard of collective enterprises. 
They also tried to find backers and behind-the-scene 
supporters to run their businesses under difficult condi- 
tions. 


Many Individual Businessmen Face Difficulties 


The individual businessmen in Yinchuan City feel that 
they face grave difficulties. Some of them believe that in 
the eyes of the leadership, individual economy is a blind 
area for work; in the eyes of various departments, it is a 
piece of fat meat; and in the eyes of ordinary people, it is 
something that only an idler with a criminal record who 
is good for nothing will do. To live under this kind of 
environment, one must not only work hard, but also 
need to find a way out through a narrow space in which 
various departments dispute over trifles and fight 
against each other over policy matter, while enduring the 
increasing charges and apportions. This is really an 
extremely difficult task! 


Who Is Gnawing and Devouring “Priest Tang's Body” 


Among the individual businessmen in Yinchuan City, 
there prevaiis such a saying: “There are more miscella- 
neous fees than taxes, while donations and fines are like 
bottomless holes.”” Some individual businessmen told 
reporters that there are reasons why they close their 
businesses or dare not expand their business establish- 
ments and do business in a big way. There are problems 
caused by fierce market competition and low compara- 
tive economic efficiency. There are other problems such 
as the lack of business sites as a result of the demolition 
of houses in the course of developing urban construction 
in recent years. However, the most fundamental reason 
is that individual businessmen cannot stand the various 
miscellaneous fees and apportions, which can be mainly 
summarized as follows: 


So Many Different Forms of Charges 


There are more and more charges in various forms. Our 
reporters visited over 10 individual business establish- 
ments. Each of them has more than 10 permits, payment 
receipts and licenses. Except for the routine fee for the 
administration for industry and commerce, charges also 
include those for disinfection, fly-elimination, sanita- 
tion, afforestation, use of roads, temporary lodging, 
public security and joint defense, epidemic prevention 
and others. The highest fee is the monthly 100 yuan 
inspection fee, while the lowest one is the one to two 
yuan sanitation fee for the neighborhood. In addition to 
the administrative bureau for industry and commerce 
and the tax authorities, units that collect fees include 
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various departments in public security, urban construc- 
tion, urban environment, city government, sanitation, 
epidemic prevention, communication, commodity price 
control, standardization, neighborhood affairs, land use, 
civil affairs, production quality inspection and others. 
Even the individual businessmen themselves do not 
know how many types of fees and charges that they need 
to pay. Anyway, all departments that have power invari- 
ably collect fees. According to the information provided 
by the Yinchuan Commodity Price Bureau, there are as 
many 2,000 authorized charges. 


The amount of charges is also increasing. For example, 
the charge for a physical examination for a restaurant 
worker was 7.5 yuan at the beginning, but later it was 
increased to 14.5 yuan. Meat inspection fee was 30 yuan 
in 1990, but it was raised to more than 50 yuan in 1991 
and 100 yuan in 1992. Some of the charges are duplica- 
tions, while other fees are increased in disguised form. 
Some departments change their monthly fee collection to 
an annual fee collection at the beginning of each year. 
Some of them even ask individual businessmen to pay 
the charges for three years ahead in one single payment. 


Indiscriminately Collect Charges, Impose Penalties 


The situation of indiscriminately collecting fees and 
issuing receipts is becoming more and more serious. 
According to regulation, each individual businessman 
pays 20 to 30 yuan as the joint defense fee per month. 
However, some individual businessmen have no knowl- 
edge about this fee for many years, while others pay 
different amounts of such fee, although the size of their 
business establishments is about the same. The differ- 
ence in the amount of such fee is as great as several 
times. Some individual businessmen near the Yinchuan 
Railway station received formal receipts after they made 
the payments, while others only received general receipts 
(receipts without the consolidated stamp for financial 
affairs). On another occasion, it was clearly the admin- 
istrative fee paid by an individual car repair shop, but 
the description on the receipt is given as “transportation 
or loading and unloading charges.” On another occasion, 
it is a fixed amount of fee to be paid, but the receipt only 
shows a base figure plus a certain percentage to make up 
this number. 


The apportions and fines are becoming greater and 
greater. Our reporters saw several receipts in an indi- 
vidual car repair shop. One receipt showed an amount of 
570 yuan for a fine imposed on the shop for doing 
business outside its scope of operation and failing to 
write out receipts and to fill the necessary forms 
according to regulation on |, 13 and 18 July 1992. 
Another shop was fined 200 yuan for failing to fill 
necessary forms once. In 1988, some individual busi- 
nessmen in Yinchuan City held a strike in protest of the 
Tax Bureau's decision to collect a cash tax deposit. They 
called on a department at the higher level to file their 
complaint, and forced the Tax Bureau to rescind its 
decision and return the cash deposit. However, the 
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maintenance center of the Department of Communica- 
tion and Transportation in Yinchuan City now still 
collects 200 yuan cash deposit for each certificate of 
inspection issued, and refuses to make a refund. Prior to 
the Spring Festival this year, the Beimen branch of the 
department of transpor ation forced each driver to buy 
20 yuan worth of firecrackers whenever the driver 
renews his “road pass.” Another store in Xincheng paid 
a public security department 60 yuan as a “charge for 
public safety against fireworks and firecrackers.”’ Even 
the deputy bureau chief of the Xincheng police sub- 
station did not know why such charge was imposed. The 
sale of sanitary chopsticks by the public health and 
epidemic prevention station and that of propaganda 
posters by the tax and public security departments to 
each individual businessman was a common sight in the 
city. 


Officials Eat Free Meals; Take Things Without Paying; 
Forcibly Demand Money and Gifts 


Basic rights and interests are unprotected, and competi- 
tion is unfair. Many individually owned trucks in Yin- 
chuan City moved to other localities in 1992. One of the 
main reasons is the strict implementation of a certain 
document of the Ningxia Autonomous Region by the 
Transportation Department in Yingchuan City. The 
document stipulates that “private and individual busi- 
ness establishment in transportation should mainly 
transport scrappy consumer and producer goods” and 
that “goods in large quantity exceeding 200 tons per year 
or 30 tons per month should be mainly transported by 
state-run enterprises. Documents have been examined 
for discrepancy in Ningxia, but some documents which 
apparently fail to keep pace with the new situation have 
not been abolished. Such documents point out that 
individual businessmen should not engage in wholesale 
business, that receipts from individual car repair shops 
cannot be reimbursed, and that receipts from individual 
businessmen should not exceed 100 yuai and so on. The 
freight yard at the Yinchuan Railway Station sign con- 
tracts with state-run transportation units and gives them 
priority to transport goods. The individual business 
establishments in transportation can only handle what- 
ever is left. In addition, they will have to pay 20 percent 
of their earnings as administrative fee. During an inter- 
view, many individual businessmen unanimously talk 
about their own experience and describe how some staff 
members in the public security and taxation depart- 
ments and those in the administrative bureau for 
industry and commerce eat free meals, take things 
without paying anything, get free rides or even forcibly 
demand money and gift and use motor vehicles free of 
charge. Such staff members are vulgar in work style and 
barbarous in action. The majority of individual busi- 
nessmen are forced to keep their resentment to them- 
selves. Meantime, they do not know to whom they 
should file their complaints. 


It is not true that the relevant departments know nothing 
about the indiscriminate collection of fines and imposi- 
tion of charges in Yinchuan City. However, most of 
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them simply ignore such practice. Our reporter saw a 
document in a certain unit on an investigation regarding 
the “three forms of indiscrimination” [indiscriminately 
collect fees, impose fine and jack up charges] in Yin- 
chuan during 1991. The document showed, through the 
process of self-examination it was found that the amount 
of excessive charges totaled 2.148 million yuan. The 
amount of such charges totaled 3.4079 million yuan 
when major discrepancies are carefully examined. Some 
public security units illegally collected more fees in 
issuing permits to individual businessmen. For example, 
they increased the temporary lodging fee from 0.8 yuan 
to three to 10 yuan. Other educational, industrial and 
commercial and judicial departments, economic com- 
missions, urban construction and medical departments 
also indiscriminately collected fees, imposed fine and 
jacked up charges. Through the process of self- 
examination, it was found that they had illegally raised 
5.27 million yuan for their own use, and forced indi- 
vidual businessmen to donate and pay as much as 
140,000 yuan. It is a regret that such task hailed by the 
masses was later ignored after the “shift of the focus of 
the party’s work.” As a result, the “three forms of 
indiscrimination™ spread even more contagiously. 


Problems Facing Rural Enterprises Detailed 


93CE0739A Beijing JINGJI CANKAO BAO in Chinese 
5 Jul 93 p 4 


{Article by Pan Xining (3382 3556 1337), Policy 
Research Office, Jiujiang City Party Committee, Jiangxi 
Province: “Eight Major Contradictions Town and 
Township Enterprises Face in Their Development™’] 


[Text] Town and township enterprises stand at the 
threshold of operational upgrading and face eight major 
contradictions during this transformation. 


1. The contradictions between the “four-wheel drive” 
program and the principle of concentrating resources. 
Having townships, villages, households, and groups of 
households set up and run enterprises is part of the 
“four-wheel drive” program for enterprise development, 
to which Chinese township enterprises have long 
adhered, and has doubtless played a positive role in 
mobilizing the enthusiasm of various quarters, and in 
helping to get firms up and running quickly during the 
program's initial phase. Still, under the program's guid- 
ance, villages everywhere got into the act, causing 
deployment to become overly dispersed. According to 
statistics, 80 percent of all township enterprises are 
scattered in the village wilds, 12 percent are in small 
market towns, 8 percent are in standard towns, and less 
than | percent are in county seats or above. Such 
decentralization engenders the following problems. 
First, it fails to concentrate resources and to provide for 
sharing of public facilities. Second, it wastes land. Town- 
ship enterprises are taking over cultivated land at a rate 
three times faster than urban enterprises. Third, it leads 
to environmental pollution. Fourth, it fosters moon- 
lighting and nonspecialization. Township enterprise 
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cohesion is weak, and it is difficult to improve the 
quality of their employees. Fifth, it slows urbanization, 
which lags markedly behind industrialization. 


2. The contradiction between socialization of production 
and nepotism and localism. Township enterprises in the 
interior, especially in backward regions, remain charac- 
terized by strong blood and local ties. A survey of 20 
large township enterprises in one province revealed that 
70 percent of their directors (mznagers) had direct or 
distant relatives working in the administrative agencies 
or functional departments of the governments of their 
locales, that 35 percent of their directors (managers) had 
relatives employed in their firms, and that more than 60 
percent of the firms’ employees were from the township 
or village in which they were located. In this age of 
socialized mass production, enterprises cannot preserve 
their vitality without infusion of external factors of 
production. Thus ‘“slood and local ties inevitably will be 
replaced with new, contractual relationships suited to 
socialized mass production. 


3. The contradiction between degeneration of township 
enterprise organizational mechanisms and intensifying 
competition. Over the past several years, township enter- 
prise mechanisms have degenerated, and such problems 
as their organizational tables becoming state-run, egal- 
tarian distribution, government assumption of decision 
making, and the socialization of their burdens (namely, 
the firms assuming management of social issues) have 
become prominent. Township enterprises to a large 
degree have become “second-" or “quasi-state enter- 
prises." Meanwhile, state firms widely have been 
accorded autonomy, markedly transformed their opera- 
tional mechanisms, and steadily improved their compet- 
itiveness through implementation of the Law on Enter- 
prises and the Regulations Governing Transformation of 
Operational Mechanisms and through establishment of 
joint stock ownership, conglomerates, leasing systems, 
and Sino-foreign joint ventures. Especially importantly, 
the vigorous growth of economic elements that boast 
flexible and responsive mechanisms, such as the “three 
types of foreign-funded enterprises” and private firms, 
have placed township enteprises in a grim competitive 
situation. The steady loss of erstwhile advantage due to 
Organizational degeneration and the stark revelation of 
their inferiority, such as the poorness of their original 
technology, equipment, and of their employees, have 
placed township enterprises in the hole again. 


4. The contradiction between insufficient capability to 
develop oneself and one's excessive socia! burdens. The 
ability of township enterprises to undertake their own 
accumulation and to develop themselves has a.ways 
been very limited, yet we have demanded that they 
assume onerous social burdens. In contrast to state 
enterprises, even more so to foreign-funded and private 
firms, township enterprises, beyond the profit motive, 
also have other objectives, such as funding agriculture or 
education out of industry. Thus, in addition to rendering 
the same taxes and fees as other economic entities, 
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township enterprises must also remit fees to their admin- 
istrative superiors; give funds and profits to villages for 
industrial support of agriculture; and contribute funding 
to education, to the construction of roads and bridges, 
and to other such apportioned exactions. A representa- 
tive survey revealed that township enterprises in some 
areas turned over more than 80 percent of their after-tax 
profits to their administrative superiors and that many 
firms operating in the red still had to borrow money to 
remit “profits” to their township governments. Incred- 
ibly, the share remitted was greatest in the most back- 
ward localities, where township enterprise ability to 
develop themselves was weakest. 


5. The contradiction between ready and smooth develop- 
ment and the marketplace. During the initial phase of 
their development, township enterprises tended to let 
the resources they commanded determine their product 
lines, and once armed with products, then sought mar- 
kets. The shortcomings of this approach, which strongly 
smacks of natural economy, have increasingly become 
apparent. First, there is the great possibility that simi- 
larity in natural economy will promote product-line 
homogenization, which in turn inevitably intensifies 
market competition and makes slow sales and over- 
stocking unavoidable. Second, the approach is prone to 
economic autarky, which is especially serious in locali- 
ties employing the model of “sourcing, processing, and 
marketing locally.” Third, the approach weakens firms’ 
market competitiveness. The approach frequently is 
underpinned by natural resources, employs extensive 
reproduction, and trades resource waste for economic 
growth, so its products are costly and uncompetitive. 


6. The contradiction between the requirements associated 
with economy of scale and small-scale production. Enter- 
prise scale is growing, conglomerates and multinationals 
of all sorts emerge without stop, and some companies 
boast products that are decisive and to a considerable 
degree monopolistic on international and Chinese mar- 
kets. Of course, it is unreasonable to expect this of 
township enterprises, but if we do not strive for economy 
of scale, township enterprises will be washed out in 
future competition. Statistics show that in 1989 rural 
industrial enterprises employed an average of just 7.6 
persons nationally. Shanghai. the highest, averaged only 
62 employees, whereas enterpnaes run at the village level 
or below had only 2.7 employees. Capitalization was 
low, too, with fixed-capital investment averaging only 
25,600 yuan nationally. Shanghai, the highest, still had a 
mere 387,700 yuan, while enterprises run by villages or 
below averaged but 3,000 yuan. Economy of scale is out 
of the question for firms this small, which generally are 
capable only of simple, crude processing and whose 
returns are dependent on cheap, local raw materials. 


7. The contradiction between operational flexibility and 
the requirements involved in managerial regularization. 
Chaotic management has become a major constraint on 
township enterprise development. First, responsibility 
contracting is simplistic. This system is the principal 
managerial form township enterprises employ and is 


JPRS-CAR-93-061 
23 August 1993 


unregularized: Individuals contract responsibility, nego- 
tiations are one-on-one; responsibility is assumed for 
profits, not losses; individuals who contract responsi- 
bility for enterprise losses actually profit; and all sorts of 
other problems abound. Second, there is no system of 
rules and regulations. Many firms have not even estab- 
lished ruuimentary accounting, and the books of many 
firms that have are incomplete. For such enterprises, 
cost accounting is out of the question. Third, there is no 
mechanism governing distribution. There is too much 
emphasis on the .ndividual in this regard, especially 
toward contractors. 


8. The contradiction tetween excessively fast township 
enterprise growth and the limited ab‘lity of basic industry 
to support such growth. This problem has become 
increasingly salient. First, there is the contradiction 
between supply of energy and raw materials and rapid 
township enterprise growth. The former cannot with- 
stand the pressure exerted by the latter, so many town- 
ship enterprises have had to shut down from time to time 
Owing to constraints imposed by energy and raw material 
supply. Second, there is the contradiction between agri- 
cultural development and rapid township enterprise 
growth. Experience garnered over many years suggests 
that if growth rates between town and township industry 
and agriculture are kept to a ratio of 2.5:1, the two 
sectors can bring out the best in and promote each other. 
Since China's agriculture generally has grown at 4 per- 
cent or so, the proper rate for town and township 
industry should be 10 percent. The actual rate of the 
latter, however, has vastly outstripped this. The exces- 
sively rapid growth of town and township industry has 
diverted investment of many agricultural resources and 
factors of production (labor and capital) into nonagricul- 
tural operations, causing agriculture to stagnate for 
years. The “resort to 1OUs,” which has arisen in recent 
years, is inseparably linked with the fact that township 
enterprises have gobbled up many of the funds needed 
for development of agricultural production. 


Zhejiang’s Experience in Developing Market 
Economy 


93CE0637A Beijing NONGYE JINGJI WENTI 
[PROBLEMS OF AGRICULTURAL ECONOMY] 
in Chinese No 5, 23 May 93 pp 40-45 


[Article by Sun Han (1327 7318), Wu Rong (0702 3579), 
Yu Jingzhong (0205 2417 181), Zhou Guozhong (6760 
0948 1813), Zhang Xiaogang (1728 1420 0474), and Qu 
Weimin (4334 3634 3046): “Lessons From Zhejiang’s 
Experiment With Private Economy”] 


[Text] As instructed by the Jiangsu Provincial CPC 
Committee and the provincial government, six of us 
went to Zhejiang in late 1992 on an economic study 
mission. This article is a summary of our study report. 


Zhejiang has an edge in both natural resources and 
human resources. It has been quick to reform and open 
itself to the outside world. In particular, it has been fairly 
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successful in experimenting with and practicing the 
market economy. In 1992, the province ranked sixth in 
the nation in the size of its economy, up from the | Sth. 
While it trails Jiangsu in gross output, Zhejiang has 
overtaken the latter in per capita GNP and per capita 
income. Township and town enterprises in Zhejiang are 
no match for those in southern Jiangsu in scale, level, 
and rate of development; however, it has pulled ahead of 
Jiangsu in enterprise mechanism reform. In places like 
Wenzhou and Taizhou, in particular, individual house- 
holds and private enterprises are thriving, with millions 
of people fighting it out in the great sea of commodity 
production. Not only are there myriad markets at all 
levels and in all forms and shapes, but the policy is 
flexible and the scale is large. Zhejiang has gone one step 
ahead of us in developing a market economy. 


I. Development of Individual and Private Enterprises in 
Wenzhou 


A) Individual and Private Enterprises in Wenzhou: Cur- 
rent Status. In the past Wenzhou had a weak economic 
base: its transportation facilities were backward and its 
people were mired in a perpetual state of isolation and 
poverty. After the Third plenum of the | 1th CPC Central 
Committee, the masses and the cadres in Wenzhou 
decided to pull themselves up by the bootstrap in a spirit 
of self-reliance. Proceeding from reality, they boldly 
experimented, set up individual and private enterprises, 
and put together a market economy, sending social 
productive forces rising sharply. Wenzhou has found its 
own way. Both its gross value cf industrial and agzicul- 
tural output and its revenue doubled between 1978 and 
1981 and again between 1981 and 1991. For the city as 
a whole, gross output amounted to 9.84 billion yuzn, up 
3.5-fold over 1978. National income stood at 7.65 billion 
yuan, up 6.4-fold over 1978. Per capita annual income 
among peasants was 1,044 yuan. a 7.2-fold increase over 
1981. 


Wenzhou today sports a new look. There is a wealth of 
facts proving that Wenzhou is fully revitalized. A mir- 
acle has indeed occurred in Wenzhou. In the past we 
harbored many doubts abou: the Wenzhou model. After 
the latest on-site inspection, we believe we should look at 
it with fresh eyes. One of the origina! concerns was that 
the rise of individual and private enterprises would 
widen the gap between the nch and the poor and enrich 
the individual while impoverishing the state. What has 
actually happened is that the vast majority of people 
have become rich. The gap that exists today is one 
between the modestly rich and the very rich. The reason 
is that just about every household in urban and rural 
areas in Wenzhou has somebody who is either a worker 
or engaged in business. Even in remote mountain areas, 
every household has someone working in a township or 
gone into peddling. Almost all government employees 
and teachers hold a second job. According to local 
sample surveys, |7 percent of peasant households in 
Wenzhou have more than 100,000 yuan in savings 
deposits, 13 percent are 300,000-yuan households, and 9 
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percent are 590,000-yuan households. The rise of com- 
merce and industry in Wenzhou has also boosted gov- 
ernment revenue by a wide margin, easing the govern- 
ments budgetary difficulties. Another concern was «.\2i 
the development of individual and private enterprises 
would harm township development and the construction 
of a spiritual civilization. In reality, much progress has 
been made in those two areas. Over the past decade and 
more, peasants in Wenzhou have raised over 8 billion 
yuan to build 134 market towns, including peasant towns 
with a national reputation such as Longgang in Cangnan. 
Yangjiagiao Township has built a new town complete 
with modern facilities outside the old section of town, 
which has overtaken Longgang. Housing conditions for 
peasants have improved, with single-story houses giving 
way to multi-story structures. In addition, the age-old 
shortage of drinking water and lack of roads have come 
to an end in many localities. As it develops townships 
and villages, the city makes education, culture, and 
public sanitation and health care an important part of 
the construction of the spiritual civilization. A compre- 
hensive plan was drawn up and carried out in stages, 
funded by donations from peasants. As youths are given 
jobs, the number of idle and unoccupied people who 
makc trouble has dropped drastically. Society as a whole 
has become altogether more hectic but stable. Peasants 
who have gotten rich pay more attention to their chil- 
dren's education than at any other point in the past. 
Qiaotou Township sends 600 of its children to school in 
the county town and most of its senior high school 
graduates go on to attend college in Beijing and 
Shanghai. College graduates are sent overseas to further 
their studies, a move aimed at training high-level succes- 
sors to their undertakings. A third concern was that 
individual and private enterprises would engage in 
product counterfeiting. A few years ago, private and 
individual enterprises were unable to get hold of some 
materials essential to their operations and had to resort 
to substitutes. Also, some plants were poorly equipped 
and lagged behind technologically. Yet others were 
impatient to make a quick buck and subscribed to a 
misguided business philosophy. Furthermore, testing, 
inspection, and quality control organs were less than 
perfect. As a result, product quality fell short in the case 
of some products, particularly electronic products and 
car parts where technological standards are higher. 
Liushi low-pressure electrical appliances, which did not 
meet national standards, were the cause of a number of 
accidents. The tops and bottoms of Ruian “xianjiang” 
plastic shoes tended to fall out and came to be known as 
“chenwu shoes.” These problems caught the attention of 
city government leaders at all levels who have since acted 
to mobilize the agencies in charge of industry and 
commerce administration, science and technology, and 
public health as well as the legal department to take 
measures on two frorits: improving technology and tight- 
ening management. Testing and inspection organs were 
set up along with a comprehensive quality control system 
to tighten standards for products which have a major 
impact on the safety of people's lives and properties. 
People who defraud, counterfeit, and sell bogus products 
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to make a profit are severely dealt with. As they compete 
in the market economy, the vast number of private and 
individual enterprise owners realize only too well that 
quality amounts to the very survival of an enterprise, so 
they have also been tackling quality improvement as the 
most important thing in profit-making. As production 
technology is mastered and tools are :mproved steadily, 
product quality has been getting better all the time. 


B) The Development of Individual and Private Enter- 
prises in Wenzhou: Forms and Characteristics. The 
ownership system in Wenzhou features the coexistence 
of several economies dominated by individual enter- 
prises and private enterprises. Of the economy as a 
whole, state enterprises account for 16.5 percent; collec- 
tive township enterprises and large urban collective 
enterprises, 16 percent; individual and private enter- 
prises, 27.5 percent; and shareholding cooperative enter- 
prises, 40 percent. So-called shareholding cooperative 
enterprises are essentially joint private enterprises with a 
collective veneer. They wear the “red hat” of share- 
holding cooperative collective enterprises to survive 
under the given set of circumstances; they are not part of 
a true cooperative economy. Their partners change fre- 
quently and they do not turn over accumulation to local 
cooperative economic organizations. When a partner 
participates in labor, the profits are distributed in accor- 
dance with the partnership relations. 


Individual and private enterprises have become the key 
component of Wenzhou’s extensive rural economy. It 
has mobilized to the greatest extent the peasants’ enthu- 
siasm to develop the economy and eliminated adminis- 
trative interference that was out of touch with reality, 
thus promoting fair competition and bringing out fully 
the peasants’ own spontaneous entrepreneurial! spirit. 
Private and individual enterprises have these important 
strengths: 


1) In private and individual enterprises economic inter- 
ests are direct and powerful. An individual enterprise 
gets to pocket whatever it earns after selling its output 
and deducting costs and taxes. This helps inspire the 
operators’ enthusiasm and favors increased investment. 
Already Wenzhou boasts a host of individual and private 
enterprises operating on a substantial scale, including 
some with fixed assets in excess of 10 million yuan. Most 
of their owners are highly ambitious and highly dedi- 
cated to their work. Responding to fierce market com- 
petition, they have increased enterprise accumulation. 
Unlike some commercial capitalists who indulge in 
dissipation, they still lead a simple and frugal! life. They 
struggle to get ahead amid competition and rarely act 
short-sightedly. 


2) Decision-making is prompt and highly flexible. These 
private enterprises are run by one household or several 
households, relatives working together as partners. All 
ownership rights and decision-making power are concen- 
trated in the hands of one person or a few persons. Their 
operating mechanism is adaptab:~ and they are highly 
capable of responding to ihe market. They can switch to 
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a new product or shift gears quickly. Among enterprises 
producing the same product, they are the leader and 
initiatior. If their product is not selling well on the 
market, they will come up with a new one within days. 
Even as their product is selling briskly, they may be 
ready with another good-quality substitute. Collective 
enterprises respond more quickly than enterprises 
owned by the whole people but less quickly than indi- 
vidual enterprises or private enterprises. 


3) A master teaching by example. Individual and private 
enterprises invariably begin with technologically uncom- 
plicated products and then proceed to master mecha- 
nized production and upgrade themselves technologi- 
cally in the course of time, which makes it easier for vast 
numbers of peasants of varying educational levels to pick 
up. Of the several entrepreneurs we have interviewed 
with almost 10 million yuan in assets each, most have 
only an elementary school education and started their 
career in supply and marketing. In the typical scenario, 
an exceptionally ab!e individual founded a business. His 
reputation spread by word of mouth, first among friends 
and relatives and then neighbors. One product came to 
dominate a household, a village, and even a township. 


4) Industry and commerce are integrated and circulation 
is smooth. In Wenzhou, it is typical to find a store in 
front and the workshop at the back. In a family factory, 
the husband takes care of supply and marketing while his 
family members do the actual production, with every- 
body pitching in. They sell what they make, so wholesale 
and retail are in the same hands. Their way of doing 
business is flexible. Production and circulation are 
closely integrated. Overstocking 1s rare. 


It must be pointed out that even the Wenzhou model has 
its limitations. Besides neglecting agriculture, a glaring 
weakness, there are three other problems: One, the scale 
is too small; two, the standard is too low, given the fact 
that most individual and private enterprises are labor- 
intensive and produce goods with modest technological 
content; and three, they are not export-oriented enough. 
Most target the lower end and medium-priced range of 
the domestic market. With these problems in mind, 
private and individual enterprises are using every means 
possible to expand their scale through cooperation. raise 
their standard by importing technology, and becoming 
more export-oriented by attracting foreign capital. 


C) The Rise of the Individual and Private Economy in 
Wenzhou: Subjective and Objective Factors. Economic 
development in Wenzhou mainly owes itself to the fact 
that party and government organs in Zhejiang Province 
and in the county and municipality have freed them- 
selves from the bondage of the left, and defying all sorts 
of criticism, had the courage to proceed from reality and 
create a relaxed policy environment. Then there is Wen- 
zhou’s own foundation and historical tradition. 


In Wenzhou there is less than half a mu of farmland per 
capita and a mere 0.013 hectare in the more densely 
populated coastal region. The conflict between too many 
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people and too little land has traditionally been a sharp 
one in Wenzhou. Peasants forced to leave town to make 
a living have spent years producing and peddling small 
articles. The result is a host of individuals who have 
faced the world and braved the storm, who are skilled in 
operating an enterprise and know how to do business. 
They constitute the human factor for the rise of the 
individual and private economy in Wenzhou. Because of 
geographical and historical reasons, the state under- 
invested in Wenzhou to the tune of 2 billion yuan in the 
past 40 years and development has been extremely slow. 
A weak urban industry was not in a position to give 
powerful support to the countryside, not to mention pass 
on products to the rural collectives, provide equipment, 
or absorb labor. Hemmed in by “leftist” policies for 
years, the countryside had a limited capacity for self- 
development. The peasants were historically poor, their 
per capita net income being a mere 56 yuan. Since the 
Third Plenum of the |ith CPC Central Committee, 
particularly after Comrade Deng Xiaoping inspected the 
south and gave a speech there, the initiative inherent in 
the peasantry was brought forth in a way never seen 
before. Taking aim at the characteristics of the society 
and economy in which in they find themselves, they have 
developed a rural commodity economy based on indi- 
vidual and private enterprises and dependent on the 
specialized markets, playing on their own strengths while 
de-emphasizing their weaknesses. 


Another important factor contributing to the fast growth 
of individual and private enterprises in Wenzhou is a 
flexible and versatile financial sector. Wenzhou has a 
financial market that has grown in tandem with the 
individual economy and private economy. In this finan- 
cial system state banks play the dominant role and urban 
and rural credit unions form the basis. A variety of 
financial institutions coexist, including these six leading 
players: first, the state banks; second, urban and rural 
credit cooperatives; third, fund pooling using the share- 
holding method; fourth, mortgage; fifth, cooperative 
financial organizations; and sixth, private mutual-aid 
funds. In addition, private individuals are free to take 
out loans. The most active players are cooperative finan- 
cial organizations and private mutual-aid funds. They 
circulate funds outside the system and factor rising 
interest into costs. The channels of short-term borrowing 
include the following: inter-bank borrowing, fund- 
raising, bonds, and the shareholding system, with the 
shareholding system accounting for the largest chunk. 


D) Lessons To Be Learned From Development of Indi- 
vidual and Private Enterprises in Wenzhou. While the 
Wenzhou experiment cannot be mechanically dupli- 
cated, it offers us some lessons. Jiangsu Province should 
give people a free hand in developing the individual 
economy and private economy. However, southern 
Jiangsu and northern Jiangsu are different from each 
other, so they should each take a different course. 


In northern Jiangsu, the collective economy is relatively 
weak. There we must strongly support the development 
of the individual economy and private economy and 
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allow the coexistence of multiple economies. Northern 
Jiangsu is very different from Wenzhou in history, 
tradition, and human quality, so we cannot expect sig- 
nificant developments as soon as we sound the clarion 
call. Right now we can begin by taking these several 
steps. 1) Strongly support the existing specialized house- 
holds in industry and commerce. Make the most of 
exceptionally capable people as the engine of growth 
Have a village or township develop a product. 2) After 
developing specialized production, give individual 
households and private enterprises a free hand in circu- 
lation and other tertiary industries. Use marketing to 
spur production, commerce to stimulate industry. 3) Go 
all out to export labor. All over the nation today there are 
600,000 people from Wenzhou who are either working 
or engaged in business on a long-term basis. There are 
Wenzhou towns and Wenzhou villages in places like 
Beijing. By working out of town, these people broaden 
their horizon, gain access to information, improve their 
quality, and master the skills of doing business. 


Southern Jiangsu is different from northern Jiangsu, not 
to mention Wenzhou. The existing township and town 
enterprises, most of them collective, must be further 
consolidated and strengthened. They must not be weak- 
ened. Essentially what we have to do is continue reform, 
further revitalize the enterprise mechanism, and make 
the most of the strengths of the collective economy and 
dual-level operations. In some areas, however, there 1s a 
case for developing a plurality of economies; whatever 
should belong to the public economy must belong to the 
public economy, whatever should belong to the private 
economy must belong to the private economy. |) Allow 
peasants to enter the circulation arena freely. In addition 
to the specialized supply and marketing corps of the 
collective ownership system, we may consider devel- 
oping a number of individual households specializing in 
supply and marketing which would have the exclusive 
right to sell the products of collective enterprises. They 
would roam far and wide to revitalize circulation. 2) In 
the case of some labor-intensive products, production 
should be widely distributed among families. Here indi- 
vidual and private enterprises should be given a free 
hand. 3) Individuals should be allowed to contract for, 
lease, or purchase inefficient small enterprises. 4) The 
employees of state and collective enterprises should be 
collected to take a second job provided they do their own 
jobs well. Township and town enterprises with the nec- 
essary qualifications should allow some able people to 
leave in the interest of fair competition. 


Il. Rural Collective Enterprises: Development and 
Reform 


A) Rural collective enterprises in Zhej:ang have begun a 
reform characterized mainly by the shareholding coop- 
erative system. In Zhejiang Province, rural collective 
enterprises still account for 50 percent of the total output 
value of township and town enterprises and are concen- 
trated in the Hangjiahu and Ningbo-Shaoxing areas. 
State enterprises are implementing the “regulations” 
while private enterprises and individual enterprises 
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enjoy a clear edge because of their vitality and mecha- 
nism. “The tiger is coming down the mountain and the 
rats are scurrying around everywhere, but the villagers 
are caught in the middle.” The operating mechanism of 
existing rural collective enterprises is not suited to the 
market economy, as dramatized by its muddled property 
rights relations and its malfunctioning investment 
system. Other problems are the fusion between govern- 
ment edministration and enterprise management and 
the erosion in internal cohesiveness. The directors of 
rural collective enterprises have neither motivation nor 
power. The restraining mechanism is less than perfect 
and myopic behavior is inevitable. Enterprise employees 
have no sense of responsibility borne of a feeling that one 
is in charge. Production is highly wasteful and there are 
many demands on incomes. Turnover among capable 
people is high. Even though enterp-ises are strapped for 
funds, peasants are reluctant to invest, choosing instead 
to deposit their funds in the bank. The effort to trans- 
form the functions of government and party organs has 
proved to be fraught with difficulty; they either exercise 
inadequate leadership or intervene excessively. 


Because of a substantial measure of agreement on these 
problems, experimenting witii the shareholding cooper- 
ative system is a priority in all localities. Take Shaoxing 
County, for instance. Taking part in the first pilot project 
are nine enterprises (three township-run, six village-run) 
in Qianging Township. The experiment is deginning to 
pay off. For starters, a plurality of ownership systems has 
emerged, the most important being the collective system. 
Of the nine enterprises’ total assets of 73.5 million yuan, 
collectives account for 77.7 percent; employees, 19.2 
percent (including preferential shares and cash shares), 
the rest being community legal person shares and foreign 
capital shares. Second, workers have become owners, 
with the enterprise leaders as the major shareholders. In 
the case of the nine enterprises, as many 1,061 workers, 
or 58.3 percent of the total, are shareholders. (Workers 
from out of town are not usually allowed to own shares in 
the enterprise.) Operators (that is, people in charge of 
enterprises) own significantly more company shares. 
According to data on four of the village-run enterprises, 
their operators own 87,300 yuan worth of shares, or 
27,225 yuan [as published] per person, 8.63 times that of 
the average shareholding worker. Third, enterprise 
development funds have increased, with the money paid 
for shares going up by 8,166,000 yuan. The enterprises in 
the experiment launched |! new projects with a total 
investment of 64.25 million yuan. By introducing the 
shareholding cooperative system, township collective 
enterprises have taken the first step toward ending the 
lack of enthusiasm on the part of operators and workers, 
preventing myopic enterprise behavior, and to some 
extent, speeding up management democratization and 
the separation of enterprise management from govern- 
ment administration. 


B) The practices of rural collective enterprises in Zhe- 
jiang taking part in pilot projects in the shareholding 
cooperative system. First, verify the existing volume and 
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appraise assets. As soon as fixed assets are ascertained, 
calculate their worth based on current use value. Work 
out discrepancies between the books and the goods and 
the problem of depreciation. As far as circulating assets 
are concerned, determine the actual amount in existence 
and deduct from it the overstocked materials, defective 
products, and products that have deteriorated. Pay off 
debts. Second, define property rights and issue shares. 
Normally the following kinds of shares should be issued 
based on property rights. 1) Collective shares, including 
rural collective investment, funds derived from tax cuts 
or exemptions by the state, enterprise accumulation 
funds, funds earmarked for production. 2) Preferential 
shares. The ownership of these shares rests with the 
collective. A portion of enterprise accumulation and 
special production funds is set aside for the workers, the 
amount to be determined once every two years. Prefer- 
ential shares cannot be withdrawn, transferred, or inher- 
ited. How many such shares a worker should own is 
determined by his years of service, position, and opera- 
tional responsibilities. Moreover, a worker is required to 
invest in individual cash shares in an amount equal to 
the value of preferential shares. 3) Cooperative fund 
shares. Assets of the original production team are usually 
divided among team members depending on how many 
mu of land a person owns. 4) Social legal person shares 
and foreign capital shares. In these shares, property 
rights are clearly defined, so there are no quantitative 
restrictions. Third, decide on a policy and go in for 
contracting. This essentially involves the following: a) 
issue share certificates to shareholders; b) set up a board 
of directors and a board of supervisors. Membership on 
the board of directors is determined in accordance with 
the distribution of shares. The board of directors picks 
the factory director (manager.) c) The factory director 
(manager) goes in for contracting, using current tax and 
profit as the base figure to be increased each year. The 
contract period is three years. d) Determine the distri- 
bution policy. Apart from distribution according to 
work, usually interest is protected and dividends are 
issued in the case of cash shares. But dividends and 
interest together cannot exceed 25 percent; the excess, if 
there is one, would be made part of the funds aid for 
shares. As far as personal shares are concerned, some 
enterprises issue dividends but offer no interest but do 
just the opposite with regard to collective shares. In 
enterprises which fulfill the contract targets, the factory 
director (manager) gets five-times what the average 
worker receives. In enterprises which exceed the contract 
targets, other incentives are instituted. 


Pilot projects in the shareholding cooperative system are 
normally carried out in more profitable enterprises (with 
an annual profit of over 500,000 yuan). Money-losing 
enterprises are more suitable as candidates for “net 
assets value-adding contracting.”’ Under such a system, 
the factory director ard workers pay contract responsi- 
bility funds and distribution among them is based on the 
amount of such funds paid by them. As for small and 
unprofitable enterprises, we may consider merging, 
leasing, or auctioning them. 
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C) Thinking Behind Continuing Reform of Township 
Collective Enterprises in Jiangsu: 


1) Understand the situation thoroughly and enhance our 
reform-mindedness. In a market economy, what deter- 
mines the fortunes of an enterprise is not whether the 
ownership system is public economy or the private 
economy, but whether the operating system is appro- 
priate. In the days ahead it is inevitable for the develop- 
ment of private and individual enterprises and joint 
ventures to quicken its pace, with such enterprises 
becoming more and more attractive. Rural collective 
enterprises cannot keep up with the pace of development 
today. We must have a clear sense of crisis and enhance 
our sense of urgency about continuing reform. By and 
large, existing rural collective enterprises have an edge 
over individual enterprises and private enterprises in 
scale, in products, and export orientation. These are 
strengths we must put to better use as we seek to 
accelerate their development. At the same time, we have 
to realize that individual and private enterprises do not 
have problems like ill-defined property rights, unsound 
investment, and the lack of differentiation between 
government administration and enterprise management. 
Rura! collective enterprises should speed up continuing 
reform with these problems in mind. On the one hand, 
they should focus on exploiting their three strengths and 
accelerate their development. On the other hand, they 
should work hard to eliminate the three problems and 
broaden reform. 


2) Continuing reform of collective enterprises requires 
that we solve three problems. One, define property rights 
clearly. With the shareholding cooperative system, we 
should work to expedite the separation of government 
administration from enterprise management and give 
enterprises more decision-making authority as a way of 
revitalizing them. Two, safeguard and expand the 
powers and rights of operators. Whether or not an 
enterprise is doing well depends primarily on mobilizing 
the operators’ initiative. Only when an enterprise oper- 
ator exercises his initiative will he be able to lead the 
enterprise workers in making the enterprise a success. 
This being the case, it is imperative that the factory 
director (manager) be hired by the board of directors 
instead of being appointed by the village chief, that his 
salary be raised based on his performance, and that he be 
given additional power so that he has genuine decision- 
making authority. In the long run, we must bring about 
the professionalization of enterprise operators and make 
them part of the market. Let competition test their 
abilities and determine their income levels, thus rea!- 
izing their self-worth. Three, mobilize workers’ initia- 
tive, not only with ideological and political work, but 
also by allowing them to own shares, optimizing labor 
organizations, and rewarding the hardworking and pun- 
ishing the lazy to raise labor productivity. Rural collec- 
tive enterprises, particularly those which have been 
operating on a fairly large scale and are making a nice 
profit, sl.ould no longer look upon the shareholding 
cooperative system with hesitation or take a wait- 
and-see attitude. All localities should experiment with it 
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enthusiastically and gain experience through practice 
before popularizing it. At the same time, we must 
strongly encourage enterprises to operate jointly with 
one another to form enterprise groups and to set up joint 
ventures with foreign companies to operate the share- 
holding system at a higher level. As for money-losing 
enterprises, small enterprises, and enterprises that are 
suited to be operated by an individual (such as certain 
labor-intensive enterprises) we may try merging them, 
auctioning them off, or leasing them. 


3) Continue to explore ways of successfully achieving 
shareholding cooperation. At the moment we should 
take note of these two issues. One, the owners of private 
and individual enterprises are both the owners of enter- 
prise properties and operators. Property rights are well 
defined and the operators have full power. Even in 
enterprises that follow a shareholding cooperative 
system, the parties involved are mainly father and son, 
brothers, or some close relatives. Private enterprises and 
individual enterprises are enterprises of the family type. 
In contrast, the way rural collective enterprises carry out 
shareholding cooperation these days, most of the shares 
are collective shares while individual shares (including 
preferential shares) are widely distributed. Operators 
have somewhat more shares than workers, but not 
enough to put them in control. Operators still do not 
have enough of a stake in the fortunes of an enterprise. 
Operators do not have adequate power or put to full use 
the limited power they do have. In terms of both drive 
and mechanism, therefore, collective enterprises are still 
no match for private enterprises and individual enter- 
prises. Two, the only obligation of private enterprises 
and individual enterprises is to pay taxes to the state. 
Moreover, they have more opportunities to evade paying 
taxes. Normally they have no obligation to the village or 
town collective. A few are required to turn over some 
accumulation, usually of a very modest amount. In 
contrast, rural collective enterprises must pay social 
operating expenses, educational supplementary fees, 
funds to aid agriculture, and numerous other fees and 
charges, in addition to paying taxes to the state. This 
squeezes their margin of profit and renders them less 
competitive than individual or private enterprises. We 
must carefully consider ways of resolving these prob- 
lems. 


III. Developing Specialized Markets 


A) Market Response. Comrade Fei Xiaotong [6316 1321 
6639] has summed up the characteristics of the Wenzhou 
model as “small commodity, large market.”’ Establishing 
specialized markets and energizing circulation is also 
what characterizes Zhejiang. It has numerous specialized 
markets with a national reputation. They operate on a 
large scale and offer a full lineup of upscale products. 
“Set up a market, revitalize an industry, energize one 
sector of the economy, enrich a portion of the popula- 
tion, and bring prosperity to a town.” The impact of a 
market is inestimable. 
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1) Use marketing to promote production. As the “textile 
city of China,” Shaoxing has become a national market 
for first-class chemical fiber fabrics. Its customers come 
from all over. Firms from Taiwan, Hong Kong, Korea, 
and Malaysia have come to Shaoxing to rent space and 
set up shop there. The total volume of transactions in 
1992 may hit 1.6 billion yuan and 250 million meters of 
chemical fiber fabrics were sold, 70 percent of them 
being local output. This was a powerful boost to the 
development of the local textile industry. Today there 
are over |,700 textile enterprises and more than 40,000 
textile machines in the city capable of processing as 
many as 120,000 tons of chemical fiber raw materials 
each year. 


2) The impact of information and technological trans- 
formation. The market is an information center in 
action. The market is where you can find the most 
information most quickly and more accurately. It is the 
gathering place of commodity information from across 
the nation. It is also the market that generates the most 
fierce competition, forcing enterprises to modernize 
their equipment and technology and come up with new 
products and new designs endlessly. The result is a quick 
response: “a galley proof in three days, a batch in five 
days, and putting a product on the market in seven 
days.” 


3) Enriching the county as well as the people. Even as the 
people became rich, state revenue has also risen sharply. 
Qiaotou in Yongjia County in Wenzhou used to be an 
isolated village in the mountains. After the button 
market took off, it has become a township which “cannot 
be found on a map but which the entire nation knows 
about.” In 1992 the township collected 18 million yuan 
in revenue, mainly from market taxes. Per capita income 
among peasants amounted to 5,000 yuan. Yiwu Shi 
collected almost 100 million yuan in revenue last year, 
more than half of it from the market. This is one example 
of “turning on the water to raise fish.” 


4) Using the market to bring prosperity to a town. When 
the market flourishes, it breathes life into every trade. 
Wherever the market goes, the locality becomes a blessed 
land with good fungshui, a place to which people, mate- 
rials, and information are drawn and where they congre- 
gate. Keqiao township, the “light textile city of China,” 
has a local population of just 20,000 but is home to more 
than 50,000 people from out of town. There are 108 
eateries in the township capable of preparing meals for 
10,000 people. Its hotels have enough beds for 2,700 
people. Eighty-four routes link the township directly 
with the rest of the nation. During the peak season about 
1,000 tons of chemical fiber fabrics are shipped out every 
day to as far away as Xinjiang. Thirteen financial insti- 
tutions have been opened. The amount of money in 
circulation is as high as 30 million yuan a day at its peak. 
The rise of the light textile market has brought about the 
rebirth of the ancient Keqiao township. Putting their 
hopes on the market, the Shaoxing County CPC Com- 
mittee and the county government have decided to build 
a modern mid-sized city there. 
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B) Market characteristics. First, use commerce to spur 
industry and combine industry with trade. A specialized 
market can also serve as a specialized production base, 
the two functions supplementing each other. The 
industry in a locality matures a market; the latter, in 
turn, would foster the development of another industry. 
Rely on the local industry to give rise to a specialized 
wholesale market with its own characteristics. One 
locality, one product. Already in Zhejiang over 20 per- 
cent of the agricultural products, more than 80 percent of 
the output of household industry, and a substantial 
portion of the products and raw materials of township 
and town enterprises are sold through the agricultural 
trade market and specialized wholesale markets. The 
markets, in turn, have effectively boosted the develop- 
ment of local enterprise production. This is a success 
story. Second, first deregulate, then guide, focusing on 
the individual enterprise. Whether in Wenzhou, Ningbo, 
or Shaoxing, it is the individual household or private 
enterprise that takes the lead in the specialized market. 
They have decision-making authority in their operations 
and flexible operating mechanism and have demon- 
strated their energy and vitality on the fiercely compet- 
itive market. When state enterprises and collective enter- 
prises try to establish their presence on the market, they 
also use the individual contracting method. They insist 
on unified management by the industrial and commer- 
cial department and liberalize policies. Delegate first, 
then guide; give first, then take. Prevent the various 
parties from intervening and give individual households 
and private enterprises a free hand in doing a good job. 
Third, procure and sell far and wide; combine selling at 
home with selling elsewhere. The Zhejiang people have a 
long tradition in commerce, over 2 million of them 
having gone elsewhere to work or to engage in business. 
They can be found in every corner of the nation. Some 
are buying and selling in such faraway places as the 
Chinese borders with the former Soviet Union, Vietnam, 
and Burma. Over 3,000 peasants from Yongjia County 
have rented more than 4,000 stalls in shopping centers in 
large and mid-sized cities across the nation. Some of 
them have set up a “Shenyang wholesale market for 
Qiaotou buttons” in Shenyang. The result is a market 
network that combines selling at home with selling out of 
town. Fourth, first in the city, then the town, making the 
former the engine of growth for the latter. Set up 
specialized markets, attract businessmen from all over, 
energize the local economy, and create conditions for the 
birth of a modern township. The development of house- 
hold industry and the tertiary industry that goes with it 
in Wenzhou alone has employed !.7 million surplus 
workers in addition to providing jobs for large numbers 
of workers from other provinces such as Anhui, Jiangxi, 
and Guizhou. Small towns are a picture of prosperity. 
Longgang Township in Cangnan County, for instance, 
grew out of a desolate fishing village by relying on the 
market and using peasants’ funds. With a population 
exceeding 80,000, it has now earned the name *Peasants’ 
Town No |”. As for Qiaotou new town, it boasts a forest 
of tall buildings and a comprehensive range of infrastruc- 
tural facilities, a latecomer which has overtaken the 
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old-timers. Most of the apartment buildings in the city of 
Wenzhou have been purchased by peasants who have 
gone into business. 


IV. On Harbor Deveiopment 


There is also much we can learn from harbor planning, 
urban planning, and the planning of development areas 
in Zhejiang. 


A) Targeted development. The province concentrates on 
the important points, namely Ningbo and Beilungang. 
Beilungang is one of the nation’s four leading interna- 
tional deep-water ports. Its handling capacity in 1992 
may exceed 40 million tons. At present it has 21 10,000- 
ton plus berths. The harbor is more than 50 meters deep 
at its deepest point and 200,000-ton vessels can drop 
anchor directly at a berth. The provincial CPC com- 
mittee and the provincial government took the lead in 
giving the development of Beilungang preferential treat- 
ment in terms of both policy and investment and worked 
on the various counties and municipalities to achieve a 
consensus. Targeted development would lead to the 
development of marine transportation, shipping, and the 
economy throughout the province. 


B) Cluster development. Develop a cluster of harbors 
around the leading port of Beilungang, linking old 
Ningbo harbor (Neihegang) with Zhenhaigang (Hekou- 
gang) and Beilungang organically. Nearby is the 
Zhoushan Archipelago with its 1,339 islands and a 
coastline with a combined length of 1,500 kilometers; 
220,000-ton vessels can sail in and out by taking advan- 
tage of high tide. In conjunction with Beilungang, 
Zhoushan harbor is mainly engaged in entrepot trade. 
Currently a 220,000-ton oil wharf is under construction 
with a total investment of $30 million. 


C) Joint development. Harbor development and berth 
construction require a huge investment. Besides the 460 
million yuan loan from the World Bank, Wenzhou 
issued 30 million yuan worth of bonds in 1991. Further- 
more, it has set up joint ventures with Chinese and 
foreign concerns such as China Metal Mining Company 
and Huaneng Company. Profits are distributed in accor- 
dance with the number of shares owned. This way 
fund-raising has been accelerated. However, manage- 
ment remain solely the responsibility of the harbor 
bureau to avoid fragmented management. 


D) High-level development. The development zone in 
Beilungang has expanded from 3.9 square kilometers to 
5.44 square kilometers. Now plans are being drawn up to 
expand it further to 29.6 square kilometers with six 
functional zones: industrial, warehousing, commercial, 
hotels, apartments housing foreign businessmen, and 
workers’ housing. Already 725 projects are on the 
drawing board, including 400,000-ton ethylene and 
600,000-ton liquefied gas. In addition, there are elec- 
tronic zone, raw materials zone, and high-tech zones. 
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V. Leaders’ Thinking and Leadership System 


Having liberated their thinking, Zhejiang leaders at all 
levels firmly proceed from the situation in the province 
and look to the open policy for development, fast 
growth, and profits. They have charted their own course 
to economic development. Their experience can be 
summed up as follows: 


A) Establish the “three advantages” standard. As long as 
something satisfies the “three advantages” standard, 
they have the courage to try it, to experiment with it 
boldly. The Wenzhou model, for instance, has always 
attracted different opinions; at times the leaders came 
under immense pressure. In 1990 seven ministries and 
commissions at the central level jointly conducted a 
study on it and the discussion was heated. Be that as it 
may, the provincial CPC committee affirmed and pro- 
tected it throughout. The general attitude of the provin- 
cial CPC committee is this: “affirm achievements, sta- 
bilize policy, manage and guide, protect and develop 
productive forces.” As they saw it, depending on state 
investment to develop the economy is a dead end. The 
only way to wealth lies through hard work. It is no 
socialism to believe in poverty stubbornly. Only by 
mobilizing the enthusiasm for production of tens of 
millions of peasants, only by making those who are the 
first to become rich encourage others to do likewise can 
we gradually embark on the road to common prosperity. 
The provincial CPC committee and provincial govern- 
ment have shielded individual and private enterprises 
with the red hat of the “shareholding cooperative 
system.” In addition, it has now included land taken 
over for use by the private economy in the local urban 
and rural construction plan in the interest of comprehen- 
sive planning. In large specialized wholesale markets and 
other places with the necessary requirements, they have 
also allowed private enterprises and individual enter- 
prises to enter processing zones and small development 
zones. Now the provincial CPC committee has proposed 
that we correctly understand and fully implement the 
policy of having a variety of economies, dominated by 
public ownership but supplemented by the individual 
economy, private economy, and foreign capital, and 
developing them at the same time. It believes that the 
ratio of the public economy to the private economy and 
individual economy should be allowed to vary from 
Stage to stage, from place to place, and from industry to 
industry. 


B) Strong sense of market economy. Leaders at all levels 
instil the idea of “large circulation, large market" and 
abide by the notion of “destroying three things and 
establishing three things.” Slated for destruction are the 
traditional concept of emphasizing production and 
slighting circulation, the notion of “emphasizing selling 
while neglecting the market,” and the emphasis on the 
main channel accompanied by a slight for channel diver- 
sification. In their place the leaders foster the idea that 
one must tackle circulation first if one is to tackle 
production, that one must first tackle the market if one is 
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to tackle circulation, and that channels must be diversi- 
fied. Following a market orientation, cities and the 
countryside in Zhejiang were the first to undertake 
reform. In particular, they took pains to steer peasants 
onto the market. The result is a large number of people 
skilled in doing business and management and well 
versed in technology, having been tempered by the 
rough-and-tumble of the market. The leaders spiritually 
belong in the market and propose that one must “buy 
and sell goods from around the nation and enter the 
world.” The comrades in Zhejiang believe that even as 
we develop natural resources, we must take greater care 
to develop social resources. So-called social resources 
refer mainly to the drive inherent in every individual for 
survival, for development. This drive is the most valu- 
able asset. In the world these days the rate at which a 
nation develops as well as differences in wealth are not 
primarily determined by the amount of natural resources 
one owns, but by whether you have a few people or 
millions of people using their brains and participating in 
competition, thus realizing their social value. 


C) Policies are flexible and liberal. Zhejiang ieaders are 
adept at meshing neatly the party’s principles and poli- 
cies with local realities and have the courage to free 
themseives from the grip of old institutions and outdated 
rules and regulations. Adhering to the principle “first 
delegate, then guide,” they give individual and private 
enterprises a free hand. They have the courage to assume 
responsibility for the mistakes made by some comrades 
in the course of experimentation because of inexperi- 
ence, speaking up for them in the interest of justice. They 
have worked hard to create a social climate conducive to 
bold experimentation and the search for innovations. 


D) Takes theoretical research seriously. Guided by Com- 
rade Deng Xiaoping’s theory of building socialism with 
Chinese characteristics, theoretical workers and field 
workers join forces to probe the practice of reform at a 
deep level and study new situations and review new 
experience in an effort to create a public opinion favor- 
able to reform and prepare the public for it. For instance 
there were in-depth studies combining theory with prac- 
tice of the Wenzhou model, of specialized markets and 
small town development, the development of multiple 
economies, and the shareholding system, and organiza- 
tional reform. The thinking was lively and the ideas 
original. But it is the reform practice of millions of 
people that provides researchers with an inexhaustible 
source. 


E) Establish a rural market system across the board. We 
must work on both the urban and the rural fronts if we 
are to develop a socialist market economy. In 1993 
Zhejiang will totally reform the procurement and mar- 
keting system for grain, cotton, and silkworm. After 
grain is deregulated, a procurement and marketing con- 
tract system will be introduced under which grain 
departments will sign contracts with peasants. Procure- 
ment contracting will account for 80 percent (1.5 billion 
kilograms) of all commodity grain in the province. There 
will be two forms of contracting. In one form, the volume 
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is fixed but not the price. In the other form, a protection 
price is set (which will fluctuate up or down within 5 to 
8 percent of the market price) and the volume will be 
fixed. In the future leadership in agriculture will no 
longer consist mainly of pushing the peasants to plant 
and sell to the state. Instead we should emphasize four 
things: one, make the development of agricultural infra- 
structure and environmental protection a priority and 
increase comprehensive agricultural productive forces; 
two, provide services, develop integrated organizations 
combining trade and industry with agriculture, and 
make agriculture more market-oriented organizationally 
speaking; three, tackle science and technology, focusing 
on the development, importation, and diffusion of 
improved varieties; and fourth, strengthen land manage- 
ment through legislation. 


F) Leaders from the departments involved act together, 
forming a vital force. This is strikingly demonstrated in 
Wenzhou. The leaders of the policy research office, the 
economic research center of the government, and the 
Commission for Restructuring the Economic System 
hold concurrent positions in one another's organiza- 
tions, thus bringing together theory, policy, and the 
practice of restructuring the economy in a three-in-one 
combination. When theoretical research and practice are 
closely integrated, policies become highly feasible, a 
united front is presented to the outside world, and 
thinking is revitalized at home. As far as the leadership 
of agricultural work is concerned, what is particularly 
important is that the vice governor and member of the 
Standing Committee of the provincial CPC committee 
tackles agricultural work as part of finance and trade and 
allocates to agriculture a large sum of funds from the 
budget of the planning commission and that of the 
department of finance each year, more than 200 million 
yuan in all, with the vice governor in charge of its overall 
management and disposal. The chairman of the provin- 
cial agricultural commission concurrently serves as 
deputy secretary general of the provincial government 
and director of the rural policy research center under the 
provincial CPC committee, reporting directly to the vice 
governor. When one person is responsible for seeing 
things through from beginning to end, he is in a much 
stronger position to coordinate. 


FOREIGN TRADE, INVESTMENT 
Cooperation With, Hong Kong, Macao, Taiwan 
Outlined — 


93CE0649A Beijing GUOJI MAOYI WENTI 
[INTERNATIONAL TRADE JOURNAL] in Chinese 
No 5, 30 May 93 pp 10-12,44 


[Article by Dr. Xue Jinjun (5641 6651 6511), economics 
professor at Wuhan University: “A Proposal! on Devel- 
opment of Mainland-Hong Kong-Macao-Taiwan Eco- 
nomic Cooperation”’] 


[Text] Now, a new trend of international trade develop- 
ment is the spread of protectionism and the increasing 








JPRS-CAR-93-061 
23 August 1993 


prevalence of regionalism across the world. To the 
Asia-Pacific countries, this new trend is an opportunity 
as well as a challenge. As such, they have put on their 
agenda the idea of forming an “Asia-Pacific Economic 
Sphere” or “Asia-Pacific Common Market.” However, 
such an idea cannot be realized in a short time because of 
the relatively big differences among these countries in 
politics, economy, culture, and geography. Despite the 
ever-increasing pressure on the Asia-Pacific area caused 
by worldwide integrated economic development and 
trade regionalism, mainland China, Hong Kong, 
Taiwan, and Macao now remain in a state of multipolar 
economic development, and the “1,2,3,4” pattern (one 
country, two systems, three-pronged trade, and four 
currencies) still exists. Obviously, this is not conducive 
to their future development. Under the present circum- 
stances, I believe, the mainland, Hong Kong, Taiwan, 
and Macao should join hands to develop economic 
cooperation. This is a practical and feasible proposal. 


ee lily Rp na dog ob wed Ly egg one 
ae Faced by the Mainland, Hong Kong, Macao, 
wan 


Since the 1980s, significant changes have appeared in the 
world trade pattern: In the development of international 
trade, most developing countries have transformed their 
economies from the domestic type to an export-oriented 
type. As far as trade strategies are concerned, most 
countries in the world have switched from “import 
substitution” to “export promotion,” and quite a 
number of them have implemented an “export-led 
growth model.” With regard to trade structure, the 
proportion of primary goods has declined in the exports 
of developing countries, while the percentage of indus- 
trial products have gone up considerably. As for trade 
policies, protectionism has resurged around the world, 
while “trade collectivism” and “free trade zones” based 
on the “administered trade theory” have become more 
and more in vogue. 


Now, most developing countries are devoted to building 
an export-oriented economy. Dozens of countries have 
successfully implemented the strategy of using exports to 
stimulate economic growth. Statistics show that in 1965 
the exports of low-income countries contained 76 per- 
cent of primary products and 24 percent of manufac- 
tured goods. In 1989, the proportion of primary products 
in their exports declined to 48 percent, while that of 
manufactured goods rose to 52 percent. Pronounced 
changes are noted in the exports of East Asian devel- 
oping countries. In 1965, primary products accounted 
for 89 percent of their exports, while manufactured 
goods only 1! percent. In 1989, primary products 
dropped to 31 percent, while manufactured goods 
reached 69 percent. From 1980 to 1989, the annual 
export growth rate of developing countries averaged 5.4 
percent, almost twice as much as the rate for developed 
countries. In particular, East Asian countries registered 
an average annual export growth as high as more than 10 
percent. In the 1990s, many countries have scored a 
roughly 10 percent trade ratio (the ratio between exports 
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and GDP). In the case of new industrial countries and 
regions, the ratio has reached as high as 30-195 percent. 
As can be seen, a new world trade pattern with industrial 
products as the rnain exports is gradually taking shape“'?. 


The new world trade pattern has provided an opportu- 
nity for our future development. That is, by taking 
advantage of the current favorable economic conditions 
to implement the export-led growth model, the main- 
land, Hong Kong, Taiwan, and Macao can all achieve 
quick economic development. As a matter of fact, they 
have exploited this opportunity with considerable suc- 
cess. Taiwan and Hong Kong have been universally 
recognized as new industrial regions and “little drag- 
ons.” The mainland’s economy has also shown quick 
development these years. During 1980-1989, its annual 
GDP growth rate averaged 9.7 percent, which was the 
highest in the world. According to the latest statistics, 
since 1987 the mainland has carried out an export- 
oriented strategy in developing its economy, and in 1992 
its trade ratio reached about 20 percent, higher than the 
ratio registered by export giant Japan. That year its total 
imports and exports were equivaleat to 35.6 percent of 
its GNP; the $85 billion exports, which outstripped 
Korea's exports, and for the first time, surpassed Tai- 
wan's, made mainland China the | Ith biggest export 
country in the world. From 1980 to 1992, the mainland 
registered an average annual export growth rate of 16.7 
percent, and became one of the countries with the fastest 
export growth in the world. With a 9.1 percent annual 
GDP growth rate for that period, it is also known as one 
of the fastest-economic-growth countries’. From the 
above indicators and based on my own research, I can 
draw two major conclusions: First, judging from its 
present economic and trade development, mainland 
China may become the 10th biggest trading country in 
the world around 1995 and one of the five economic 
powers by the end of this century. This process will be 
accelerated tremendously with the aid of the Hong Kong 
and Taiwan economies. Second, the Asia-Pacific area is 
the most vigorous economic development area in the 
world, while East Asia is a region in the Asia-Pacific area 
making the quickest progress in developing the 
economy. In East Asia, the mainland, Hong Kong, 
Macao, and Taiwan make up the fastest- 
economic-growth area and are expected to affect signif- 
icantly the pattern of world economic development. It is 
probable that a “quaternary” economic pattern with the 
United States, Japan, Europe, and China as its mainstays 
will appear in the world”. 


However, the mainland, Hong Kong, Macao, and 
Taiwan are confronted with grim challenges in devel- 
oping their economies. Worldwide protectionism makes 
it impossible for any single area to resist and break the 
trade barrier. The establishment of the North American 
Free Trade Zone, the formation of the Unified European 
Market, and the brewing of the Asia-Pacific Economic 
Sphere with Japan as the head will create many negative 
factors against the trade development of the mainland, 
Hong Kong, Macao, and Taiwan. This is because these 
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economic agreement zones, while allowing greater 
freedom within themselves, are bound to take harsher 
protectionist measures against outsiders. A review of the 
1991 trade activities unveils that |! percent of the 
mainiand’s exports went to the Economic Community, 
and 10 percent were destined directly to the United 
States. If entrepot trade via Hong Kong is taken into 
account, exports to the United States constituted 30 
percent of the mainland’s total exports; in other words, 
about 40 percent of its export products went to the 
European and American markets. As for Hong Kong and 
Taiwan, roughly 60 percent of their exports went to the 
United States, and 20 percent to the European Commu- 
nity. This means that they depended heavily on a few 
countries in the international market. The heavy 
dependence on the U.S. and European markets makes 
the foreign trade of the mainland, Hong Kong, Macao, 
and Taiwan extremely susceptible to changes in these 
two markets. Accordingly, the operations of the two 
major economic agreement zones in the world, primarily 
their regional protectionism, can hamper the exports of 
the mainland, Hong Kong, Macao, and Taiwan to 
Europe and the United States, thus affecting their imple- 
mentation of the export-led growth model. Several 
instances of this nature already occurred in the past. For 
example, in 1989 when the United States abolished the 
“preferential tariff” for the “four little dragons,” Hong 
Kong and Taiwan both suffered a decline in exports and 
a slowdown in economic growth. The so-called “sanc- 
tions” imposed on the mainland by some developed 
countries in 1989 also had a fairly big adverse effect on 
the exports and economic development of the mainland 
as well as Hong Kong. 


Basic Concepts About the Mainland-Hong 
Kong-Macao-Taiwan Economic Cooperation Zone 


The proposal to establish an economic cooperation zone 
composed of the Mainland, Hong Kong, Macao, and 
Taiwan is aimed at countering the European and Amer- 
ican free trade zones. The initial scheme is as follows: 
Through consultations, the mainland, Hong Kong, 
Taiwan, and Macao will form an economic cooperation 
zone to conduct close cooperation in such aspects as 
politics, economy, trade, capital, technology, and 
resources. The economic cooperation zone will have a 
population of 1.14 billion, or 22 percent of the world 
population, and cover a total area of about 9.6 million 
square kilometers, or 0.87 percent of the globe. Its total 
GDP will amount to $638 billion, or 3.2 percent of the 
world total; exports about $250 billion, or 7 percent of 
the world exports; and foreign exchange reserve $130 
billion, or 12 percent of the total reserve in the world. In 
terms of population and foreign exchange reserve, the 
Mainland-Hong Kong-Macao-Taiwan Economic Coop- 
eration Zone will rank first in the world. In other aspects, 
it will be a little behind the two free trade zones in North 
America and Europe. Once the Mainland-Hong Kong- 
Macao-Taiwan Economic Cooperation Zone is estab- 
lished, it will be the third largest economic and trade 
zone in the world. 
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Main activities of the Mainland-Hong Kong- 
Macao-Taiwan Economic Cooperation Zone will be as 
follows: 


1. Further opening of geographic and trade borders. 
Hong Kong will return to the mainland in 1997. Then, 
Macao will also become a special administrative region 
of the mainland. In recent years the mainland’s eco- 
nomic and trade relations with Hong Kong and Macao 
have become closer and closer. In particular, Shenzhen 
and other special economic zones on the mainland have 
gradually integrated themselves with Hong Kong in 
economic development. In view of this, the mainland, 
Hong Kong, and Macao may consider opening their 
borders earlier than planned, say, around 1995. They 
may considerably reduce customs restrictions on each 
other, and allow the free flow of personnel, capital, 
technology, and resources to meet the needs of invest- 
ment and production. Considering the mainland’s rela- 
tively big economic gap with Hong Kong and Taiwan at 
present and the need to avoid the blind flow of per- 
sonnel, departments concerned may adopt some mea- 
sures to restrict abnormal migration of population. How- 
ever, in no way should man-made restrictions be 
imposed on the free flow of capital and ordinary produc- 
tion elements. 


2. Further reduction or elimination of tariffs among the 
mainland, Hong Kong, Macao, and Taiwan. When the 
Mainland-Hong Kong-Macao-Taiwan Economic Coop- 
eration Zone is established, the four sides may consider 
further reducing or even eliminating the duties on some 
of their imports and exports. As a first step, the main- 
land, Hong Kong, and Macao may eliminate tariffs on 
each other and allow their commodities to flow freely. 
Eventually, economic exchanges and trade among the 
mainland, Hong Kong, Macao, and Taiwan should be 
conducted exactly as economic and trade activities 
among different regions within a country, no more in the 
present way. 


3. Formation of international trade blocs. In view of the 
ever-growing influence of protectionist trade blocs in the 
world, the mainland, Hong Kong, Macao, and Taiwan 
should join hands, take collective actions, and adopt 
concerted policies to cope with the increasingly compli- 
cated world trade situation, provided that such actions 
and policies do not affect their respective free trade 
positions and roles (particularly Hong Kong's position as 
a free international port). For instance, at present they 
may consider forming a joint transnational company and 
an international trade bloc to conduct active cooperation 
in the production, pricing, market apportionment, and 
sales of export products. Of particular importance is 
their cooperation in pricing their exports. For example, 
they may set up a unified international market price for 
their products of the same kind and with the same 
specifications so as to beef up their collective competi- 
tiveness and avoid the situation where they must force 
down their prices to compete with each other for inter- 
national market—an outcome harmful to all of them. 
This will turn competition among the four sides for 
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international market into competition with outsiders. 
Thus, the overall competitive edge of the mainland, 
Hong Kong, Macao, and Taiwan economies on the 
international market will be boosted considerably. 


4. Strengthening of cooperation in finance, technology, 
and resources. In the economic and trade fields, the 
mainland, Hong Kong, Macao, and Taiwan can comple- 
ment each other to a great extent. With regard to 
resources, the mainland can act as a strong backing for 
Hong Kong, Macao, and Taiwan by providing them with 
guaranteed supplies on a priority basis. Hong Kong, 
Macao, and Taiwan can provide the mainland with 
funds on preferential terms. In the technical aspect, the 
mainiand has certain strong points in basic science 
research and in technological invention, while Taiwan is 
good at spreading new technologies and developing and 
commercializing new products. They may work hand in 
hand to solve key technical problems and explore new 
technical areas. The outcome of this will be a mighty 
science and technology force. With respect to financial 
resources, the foreign exchange reserves held by the 
mainland and Taiwan alone have totaled some $140 
billion. Part of them can be used to set up a “mutual 
development fund” to support large joint development 
projects, such as high-technology development projects. 
It goes without saying that the mainland, Hong Kong, 
Macao, and Taiwan should implement a more preferen- 
tial investment policy among themselves than the policy 
for foreign business firms. 


5. Establishment of an intra-zone monetary system with 
the Hong Kong dollar as the general currency. Now, four 
different currencies are in use, namely, the Hong Kong 
dollar, Taiwan dollar, Macao pataca, and renminbi. This 
is Not conducive to regional economic and trade devel- 
opment. However, it will be impossible, and unneces- 
Sary, to establish a new currency system after the main- 
land-Hong Kong-Macao-Taiwan Economic Cooperation 
Zone is formed. Someone has suggested that the main- 
land issue a “special-zone money” to replace renminbi as 
an international currency. I do not agree with this: First, 
renminbi has been gradually accepted internationally 
and is used for trade with neighboring countries and 
regions (such as the CIS and Hong Kong). It may become 
a new international currency in a few years. Issuance of 
a so-called “special zone money” may disrupt renminbi's 
internationalization process. Second, it will take several 
years for a new special-zone money to be accepted 
internationally. We cannot wait so long. Third, a special- 
zone money cannot be readily accepted by Hong Kong, 
Macao, and Taiwan in a short time. Fourth, the “double- 
track” price system and the “foreign exchange certifi- 
cates” system practiced on the mainland a few years ago 
proved to have more drawbacks than advantages. If a 
new special-zone money is introduced now, people are 
apt to be skeptical about its advantages. Fifth, a general 
trend in world trade development is that currency sys- 
tems in free trade zones are gradually unified. Diversifi- 
cation of our currency systems is not in line with the 
trend of world development. Under these circumstances, 
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we should consider using the Hong Kong dollar as a 
general currency because of its high international pres- 
tige. The Hong Kong dollar has already been accepted by 
the mainland, Taiwan, and Macao. As an instrument for 
international settlement, it’s role is only next to the U.S. 
dollar, Japanese yen, mark, and British pound. More- 
over, Hong Kong is the most important financial center 
in Asia. Even after its return to the motherland in 1997, 
it is expected that the Hong Kong dollar will continue to 
be used for some time by China as an international 
currency in dealing with foreign countries urtil it is 
replaced by renminbi. For this reason, the Mainland- 
Hong Kong-Macao-Taiwan Economic Cooperation 
Zone may first adopt the Hong Kong dollar as a general 
currency. Apart from its role as a general currency to be 
circulated freely within the zone, the Hong Kong dollar 
can also be used as an instrument for international 
settlement and circulated between different countries. 
Judging from the actual situation, this will be the only 
plan acceptable to all sides in the economic cooperation 
zone. 


The proposal for a Mainland-Hong Kong-Macao-Taiwan 
Economic Cooperation Zone is well founded, and there 
are favorable conditions for its establishment. On the 
whole, all the four sides belong to China, sharing the 
same history, culture, tradition, custom, and especially a 
common language. Politically, though they have dif- 
ferent systems, they can be united on the basis of one 
country and two systems. Meanwhile, Hong Kong and 
Macao will soon return to the motherland. Taiwan is 
opening its door wider and wider to the mainland. 
Reunification of the motherland is a general trend. 
Economically, though the mainland has an economic 
system different from the Hong Kong and Taiwan sys- 
tems, it has affirmed the role of the market economy 
while conducting reform and opening itself to the out- 
side world. With regard to economic sectors, a pluralistic 
economic system, with the collective sector as the main- 
stay and including the private economic sector, is taking 
shape on the mainland. All these indicate that the 
mainland shares many common grounds with Hong 
Kong, Macao, and Taiwan. The mainland’s economic 
and technological cooperation with Hong Kong, Macao, 
and Taiwan is becoming closer and closer in recent years. 
Take capital as an example. Taiwan now geis nearly $10 
billion in trade surplus each year, while its foreign 
exchange reserve is as high as $89 billion. It must find an 
outlet for such a large amount of funds. The mainland, 
on the other hand, is a good piace for investment. In 
1991 alone, upwards of 50 percent of the outside capital 
absorbed by the mainland came from Hong Kong, 
Macao, and Taiwan. Of the mainiand’s 1991 exports, 
those going to Hong Kong, Macao, and Taiwan 
accounted for 42 percent’*’. This shows that an initial 
framework has taken shape for the Mainland-Hong 
Kong-Macao-TaiwanEconomic Cooperation Zone, and 
in reality, cooperative operations have already begun in 
certain fields. Building a unified economic cooperation 
zone 1s, therefore, practical and feasible. 
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There is no denying the fact that political hurdles still 
exist on the road of building a Mainland-Hong Kong- 
Macao-Taiwan Economic Cooperation Zone. Nonethe- 
less, many different countries and peoples in the world 
are now united. We are all descendants of the Yan and 
Huang Emperors. Why shouldn't we unite? Anyone 
sensible should proceed from the interests of the whole, 
look far ahead, and act promptly toward this end. We are 
waiting eagerly for the early arrival of such a day. 
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Foreign Trade Reform in Socialist Market 
Economy 


93CE0704A Beijing GUOJI MACYI [INTERTRADE] 
in Chinese No 137, 15 May 93 pp 15-18 


[Article by Qiang Yongchang (1730 3057 2490): “Macro 
Dimension of Foreign Trade Reform”) 


[Excerpt] [passage omitted] 


Contents of Foreign Trade System in Socialist Market 
Economy 


The socialist market economy requires us to fully use the 
law of value to regulate social economic life. Within that 
framework, it is necessary for us to use macroeconomic 
planning tools to regulate the proportionate relations 
among all sectors in social reproduction and ensure the 
steady, efficient, and coordinated development of the 
national economy. Accordingly the foreign trade sector 
must live up to the requirements of the new situation by 
reforming the existing foreign trade system and putting 
together a new foreign trade model in accordance with 
international norms and the various above-mentioned 
principles. Toward that end, we must set final goals and 
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stage-specific goals in light of the state of China's 
economy as a whole as well 2s ihe characteristics of the 
foreign trade sector. 


1) Final Goal of Foreign Trade Reform. The final goal of 
reforming China's foreign trade system is to establish a 
foreign trade model that is both compatible with the 
special features of a socialist market economy and con- 
sistent with the rules of international trade. In terms of 
substance, it should include the following: 


a) Clarify the duties and functions of every department 
in charge and the scope of planning. Tax departments: 
Collect taxes from all operators in accordance with tax 
laws to ensure revenue for the state. They should also use 
changes in tax rates to regulate the activities and direc- 
tion of enterprises and realize the intent of the national 
industrial policy. Judicial departments: Use all the laws 
in the books to regularize enterprise activities to ensure 
a stable market order and the regularity and legitimacy 
of enterprise activities. Departments in charge of foreign 
trade: On the one hand, they should accelerate the 
formulation of an overall foreign trade development 
strategy and improve its management so as to provide 
all-round services for the high-efficiency activities of 
foreign trade enterprises. On the other hand, they must 
ensure a steady flow of foreign exchange income to meet 
the need of national economic construction for foreign 
exchange funds. Such income may take the form of 
returns on investment in various foreign trade enter- 
prises (original state assets and subsequent increments). 
As for agreement trade, departments in charge of foreign 
trade may adopt a number of incentives commonly used 
in the world to stimulate the development of foreign 
trade enterprises, such as export credits and export credit 
guarantees. 


b) Establish a comprehensive legal system centered upon 
legislation dealing with foreign economic relations and 
consistent with domestic legislation. Instead of serving 
fiscal purposes, taxes should serve economic and trade- 
regulating purposes. Give macroeconomic management 
departments the legal tools to regulate foreign economic 
relations and trade and effective legal weapons capable 
of protecting China's interests in international trade 
negotiations. 


c) After paying taxes, foreign trade enterprises may pay 
dividends to their shareholders based on the way their 
assets are organized. Depending on the size of its invest- 
ment (which may be determined based on how much 
state assets there were when the enterprise adopted the 
shareholding system), the state can also collect a certain 
amount of dividends. Workers may receive compensa- 
tion based on their labor input. Enterprises may keep a 
range of funds to meet the needs of their own develop- 
ment and determine on their own where they should 
invest their funds and how much, thus enjoying true 
autonomy in distribution. 


d) The foreign trade management system should comply 
with the norms of international trade. All laws and 
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regulations pertaining to foreign economic relations and 
trade, particularly those concerning internal manage- 
ment, should be announced promptly to make them 
more open to the public. Conditions for market entry 
have been improved. A climate for fair competition has 
been formed. The needs of domestic industrial develop- 
ment for imports and exports are regulated through tariff 
measures, exceptional provisions and safeguard provi- 
sions. 


e) Straighten out the domestic price system at home and 
mesh it with its international counterpart. At the import 
end, the domestic prices of imports are directly affected 
by both the international market and the domestic 
market. At the export end, export commodity prices are 
set by export enterprises based on their costs and inter- 
national market prices and are subject to regulation by 
export associations. 


f) Change the way foreign trade enterprises are organized 
by using the shareholding system so that ownership 
rights and management rights are severed at a deeper 
level. By competing on the market and practicing social 
division of labor in different ways, enterprises have 
completed the transition from operating in the mode of 
a small peasant economy to operating on a large scale as 
groups. In the process, enterprises have become much 
more competitive. They can operate flexibly within 
legally prescribed limits based on their own development 
plans and in light of the characteristics of the domestic 
and international markets, truly becoming economic 
entities that specialize in one industry but have a diver- 
sified range of interests, and that enjoy decision-making 
authority in their operations and are accountable for 
their own profits and losses. That way they can use the 
two markets and two kinds of resources effectively. 


In short, foreign trade liberalization as guided by inter- 
nationalization and standardization is the final goal of 
foreign trade reform in China. The achievemeat of this 
goal, however, depends on the completion of reforms in 
other economic systems relating to foreign trade, such as 
the fiscal system, financial system, legal construction, 
and price system. 


2) Transitional Goal cf Foreign Trade Reform. The 
reform of the foreign trade management system must be 
based on the development level of the overall economy 
and is influenced by the operating mechanisms of other 
sectors. At a time when the economic level in the nation 
remains low, production technology is still backward, 
and the incentive system has yet to be improved, it is 
unrealistic to try to catapult our foreign trade system 
straight into liberalization. What is needed is a process in 
which the change in mechanisms can occur. In other 
words, we have to set a transitional goal appropriate for 
the current state of the national economy by taking into 
account all the domestic factors. Such a transitional goal 
should include the following aspects: 


a) Speed up reform of the import trade system. After 
more than a decade of foreign trade reform, China's 


ECONOMIC 37 


export system has basically met the requirements of the 
GATT. The import system, on the other hand, often 
vacillates between tightening import controls and easing 
such controls. The reason is that macroeconomic man- 
agement is still immature and the nation’s balance of 
payments is constantly in a precarious state. Conse- 
quently, reform of the import system has been trailing 
that of the export system. Today, as China accelerates its 
pace to rejoin GATT, reform and improvement of the 
import system has become an inevitable trend. To soften 
the blow that import reform may deal to the domestic 
economy during the transitional period, we can evoke 
the special provisions in GATT for developing nations 
and adopt for a limited period of time a number of 
policies and measures that deviate from the basic prin- 
ciples of GATT. By limiting the competition posed by 
imports, we can accelerate the maturing and develop- 
ment of the socialist market economy. It must be pointed 
out here that there is a time limit to the application of 
various safeguard measures. Ultimately, we must 
comply with the requirements of international trade, and 
taking into account the nation’s industria! policy, create 
a new system that relies on tariff rates, exceptions, and 
safeguards to regulate and manage imports. 


b) Further clarify the duties and responsibilities of 
administrative management departments and perfect the 
macroeconomic management and guidance system for 
foreign trade. That the government manages and regu- 
lates the macroeconomy is an inevitable outcome of 
production socialization as well as an objective require- 
ment of the continuous development of social produc- 
tive forces. Right now China is still short on per capita 
resources, funds, and technology. There is a limited 
capacity for self-organization and self-discipline in social 
economic activities. In addition, there have been endless 
conflicts of interest in the course of social change. All of 
that requires the government to further improve its 
macroeconomic management mechanism. To do that, 
however, we must have a clear idea as to how manage- 
ment organs should be organized, their management 
methods, and the scope of their management. As we see 
it, to perfect the macroeconomic management mecha- 
nism of foreign trade departments is to streamline them 
organizationally, standardize their management 
methods and make them more scientific, and render 
their management more sophisticated. In other words, as 
the principal organs in China's foreign economic rela- 
tions and trade, foreign trade departments should con- 
centrate on designing a foreign trade development 
strategy and formulating foreign trade policies, using 
exchange rates, tax rates, interest rates, and credit to 
regulate foreign trade development; reducing or abol- 
ishing foreign trade management methods of an admin- 
istrative nature; and minimizing the applicability of 
permits and quotas (in cases where permits and quotas 
cannot be eliminated for the moment, their issue and 
management should be made public) so that foreign 
trade macroeconomic management gradually becomes 
scientific and standardized. The final goal: macroeco- 
nomic management that is simple and highly efficient. 
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c) Transform the operating mechanism of foreign trade 
enterprises and create self-accumulation, se‘f- 
development, and self-discipline mechanisms for such 
enterprises. More than a decade of foreign trade reform, 
particularly the implementation of the policy that seeks 
to orient enterprises toward the market and turn them 
into economic entities that enjoy decision-making 
authority in their operations and are accountable for 
their own profits and losses, has been enormously suc- 
cessful in changing the enterprise operating mechanism, 
continuing enterprise internal reform, and enhancing the 
initiative and enthusiasm of enterprises. However, our 
confused understanding of enterprise property rights and 
imperfections in the hiring system and distribution 
system have severely hampered continuing reform of 
foreign trade enterprises. In the transitional period, 
therefore, we should clearly define enterprise property 
rights and lay an organizational base for the establish- 
ment of enterprises in the socialist market economy 
mode, replacing the administrative ties in existing 
administrative associations with economic interests 
based on social division of labor, thereby completing the 
Organizational transformation of enterprises. Second, 
reform the current hiring system and distribution system 
in enterprises, using the socialist market economy 
model. As far as the hiring system is concerned, we 
should set up an enterprise employee system. That is, 
abolish all distinctions between contract workers, regular 
workers, and cadres. Instead. treat all personnel hired by 
an enterprise as enterprise employees. Enterprises 
should have full autonomy in deciding which workers to 
keep, which to dismiss, which to promote, and which to 
demote, forming a mechanism within an enterprise that 
makes for competition among ixs personnel. Turning to 
the distribution system, we should set up a flexible wage 
system whereby a worker's earnings are linked to the 
results of his labor to mobilize enterprise employees’ 
enthusiasm. Moreover, enterprises should be allowed to 
spend their self-retained funds as their operational and 
development needs warrant. After property rights are 
clearly sorted out and problems like hiring autonomy are 
resolved, enterprises will become the kind of economic 
entities that truly enjoy decision-making autonomy in 
allocating human, financial, and material resources. 
Only then will enterprises be able to bring out their 
vitality spontaneously. The formation of enterprise 
groups and their internationalization wil! also occur in 
response to the requirements of self-development on the 
part of enterprises. 


d) Intensify personnel training and overhaul traditional 
thinking. Since reform and the open policy went under 
way more than a decade ago, considerable progress has 
been made in personnel training and the overhauling of 
traditional thinking. By and large people have shed such 
products of the product economy as “eating off from the 
big rice pot” and “iron rice bowl” and have begun 


accepting the reality of a commodity economy. Never- 
theless, these changes still fall far short of the require- 
ments of a socialist market economy, making it impera- 
tive that we earnestly step up personnel training and 
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rethink our ideas. In the training of foreign trade profes- 
sionals, the goal is to turn out qualified personnel of a 


with emphasis on the nurturing of high-level managerial 
personnel. An effort should be made to develop a host of 
socialist entrepreneurs who are skilled ‘n management as 
well as professionally knowledgeable and who can 
weather the storm of the international marketplace. 
Methods of training may include new talent training 
provided by voc*tional schools and on-the-job training 
for adults. Training can be provided try people recruited 
from abroad; alternatively, employees can be sent over- 
seas for training. As for rethinking our ideas, we must 
further consolidate and refine the idea of the commodity 
economy already instilled in public consciousness; cor- 
rect the traditional one-sided and incorrect interpreta- 
tion of socialism; work hard to make the entire society 
appreciate the meaning of socialism from the perspective 
of science and accept the new concept of a socialist 
market economy; and firmly establish the notion of 
competition in a market economy. Only thus can we 
ensure that there would be smooth sailing for foreign 
trade reform from policy-making at the macroeconomic 
level to implementation at the microeconomic level and 
that we will be fully psychologically and mentally pre- 
pared for the new economic situation that China will! 
face after it rejoins GATT. 


¢) Accelerate fiscal, financial, price, and legal reforms to 
perfect the macroeconomic climate for foreign trade 
reform. The foreign trade sector is not an isolated system 
in the overall national economy. It is closely related to 
the national economy as a whole and to its policies. This 
reality determines that foreign trade reform be a mam- 
moth and complex piece of systems engineering and that 
the transformation of the foreign trade system depend on 
the improvement of the macroeconomic climate. In the 
transitiona! period, therefore, we must speed up reform 
of China's fiscal and banking systems and perfect its 
legal system. As far as the fiscal system is concerned, we 
must stiffen the fiscal restraining mechanism so that 
enterprises are really made accountable for their own 
profits and losses. Support the development of the 
economy of minority nationalities at the policy level and 
integrate it with the nation’s industrial policy in accor- 
dance with international practices. Turning to the finan- 
cial system, strive to improve the financial system in the 
transitional period by bringing about the commercializa- 
tion of financial institutions and separating policy loans 
from commercial loans. Further develop the foreign 
exchange regulatory market and strengthen the regula- 
tory function of the market mechanism in foreign 
exchange supply and demand in preparation for making 
the renminbi a freely convertible currency. We should 
abolish the dual-track price system and replace it with a 
unitary system as soon as possible, paving the way for the 
establishment of a market economy in China and the 
meshing of the domestic price system with the interna- 
tional price system. Legal system: Speed up domestic 
law-making and perfect the legal system to provide a 
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strong legal basis for the formulation of foreign eco- 
nomic relations and trade policies and the development 
of trade and economic activities. In short, the accelera- 
tion of the reform of China's fiscal, financial, price, and 
legal systems not only will help achieve the final goal of 
foreign trade reform soon but will also provide the 
departments in charge of managing the macroeconomy 
with sound and indirect macroeconomic management 
tools, which will be a powerful boost to the drive to 
create a socialist market economy. 


f) Work hard to perfect the mechanism for providing 
coordination services in foreign trade. Between them 
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social progress and scientific and technological develop- 
ment place so many demands on information that there 
has now emerged in the world economy a brand-new 
industry centered on information. In the transitional 
period, therefore, foreign trade reformers must do more 
than strive to achieve the final goal at both the macro 
and the micro levels. They must also promptly grasp the 
trends in the world economy and international trade 
norms to ensure a high degree of adaptability and 
flexibility in our foreign trade system. Toward that end, 
we must actively learn from positive experiences in the 
world while emphasizing China's own conditions and set 
up a highly efficient information system that will serve 
the drive to develop China's foreign economic relations 
and trade well. 
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Causes of Rising Divorce Rate 


93CM0404B Hong Kong PAIHSING CHOUKAN 
[PAIHSING NEWSWEEK] in Chinese No 14, 8 July 93 
p 65 


[Article by Zhi Yi: “The Divorce Rate Rises Yearly”] 


[Excerpt] [passage omitted] Why do tree branches not 
interlock, why are lotus flowers not connected to the 
same stem, and why do a couple of mandarin ducks 
sharing the same fate separate? According to the results 
of surveys conducted by some legal scholars and sociol- 
ogists, it is the following facts that have caused the 
divorce rate to rise yearly in China: 


—Because they seek an ideal love-based marriage, and 
are disatisfied with the existing “make-do” marriage 
they ask for a divorce. According to a survey in 
Beijing, in about 60 percent of the divorce cases, those 
involved cited the reason of husband-wife incompati- 
bility, when starting divorce proceedings. This shows 
that people now have new demands on the quality of 
marriage, and that the absence of love or the total 
disappearance of love has become a major cause of 
divorce. 


—Asking for divorce because the spouse has acquired 
bad habits after becoming rich. In recent years, China 
has seen the emergence of many rich people. After 
becoming rich, some people have acquired such bad 
habits as drinking, gambling, and drug use, resulting in 
the destruction of feelings between the spouses. In a 
region in Zhejiang Province, gambling-caused 
divorces account for around 40 percent of all divorces. 


—The wife asks for divorce because she cannot tolerate 
the situation where the husband has acquired a second 
wife or keeps a mistress. The number of such cases has 
increased greatly, and the usual way of resolving such 
cases is that the husband pays a sum of money as 
“compensation.” According to statistics prepared by 
the courts at various levels in Nanjing City, such 
high-price divorce cases—involving paying “compen- 
sations”—have accounted for over 85 percent of all 
the divorce cases on which there have been adjudica- 
tions since 1989, and the number of such cases is 
increasing yearly. 


—Divorce caused by one spouse going abroad to attend 
school or to work. Since 1978, many people have gone 
abroad to attend school, to conduct surveys, or to 
work; consequently their families became “space” 
families, resulting in divorces in the end. Such a 
phenomencu :s widespread among those who have 
gone abroad. 


—The phenomenon of involvement of a third party has 
come into the open. The bolder ones present them- 
selves to the public and go to court to help those 
involved during the divorce trials. Divorces caused by 
third-party involvement already account for 30 per- 
cent of the total number of divorces, and account for 
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40 percent in a few places, thereby becoming the most 
important cause of the increase in the divorce rate. 
Some of those asking for divorce for the reason of 
husband-wife incompatibility are in fact seeking 
divorce because of extramarital affairs. 


—Asking for divorce because the spouse is not good at 
business and unable to get rich. Such cases emerged 
with the implementation of the policy of reform and 
opening to the outside world, and mainly occur in 
rural areas. As development is uneven across rural 
households, some households live in poverty because 
husbands are not good at business; as a result, wives 
become unhappy and ask for divorce. Such cases 
account for approximately 7 percent of the total 
nationwide, and account for as much as 21 percent of 
the total in some regions. 


—Getting divorced for no reason. In the cases of some 
couples, there is nothing unusual in their family life, 
and no extramarital affairs have taken place. But they 
insist On getting divorced through reaching agree- 
ments, citing the reason that “living together is no 
longer interesting and gives no happiness.” Such situ- 
ations happen mainly because life has become routin- 
ized—going to work, coming home, eating supper, 
watching television, and going to bed every day. Life is 
monotonous and uninteresting, and there is a lack of 
diversion and change. When things go on in this 
manner for a long time, people naturally feel bored. 
According to a survey conducted in a large city by a 
marriage and family research association, of the over 
2,800 couples who have got divorced in the last three 
years, over 50 couples have got divorced for no reason 
in situations like those described above. Although the 
absolute number is not large, this does demonstrate a 
new development concerning marriage in China in the 
1990s. [passage omitted] 


Common Diseases Among Rural Students 


93CM0407A Beijing RENMIN JIAOYU [PEOPLE'S 
EDUCATION] in Chinese No 346, 4 May 93 pp 32-33 


[Article by Xie Mouhong: “On the Prevention and 
Treatment of Several Common Diseases Among Rural 
Stucents”] 


[Excerpts] Currently, in rural and minority nationality 
areas, many students suffer from such diseases as intes- 
tinal parasitic diseases, head louse, and scabies, and the 
incidence rates are high. Many urban primary- and 
secondary-school students also suffer from these dis- 
eases. [passage omitted] 


Intestinal parasitic diseases 


The most common intestinal parasitic diseases among 
students in Cnina are ascariasis, ancylostomiasis, and 
enterobiasis. [passage omitted] Intestinal parasitic dis- 
eases are the main factors causing students to suffer from 
malnutrition and anemia, which affects the healthy 
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growth of children and youths, and have been listed as 
common diseases for prevention and treatment among 
students. 


1. State of the iliness: 

A. Ascariasis: This is the most common intestinal para- 
sitic disease. The infection rate is around 40 percent 
among urban students, and around 60-80 percent among 
rural students. [passage omitted] 


B. Ancylostomiasis: Except for Tibet and a few arid and 
frigid regions, ancylostomiasis infection is found in all 
the regions in China. The rural infection rate is generally 
30-50 percent, the rate in the south is higher than the 
north. [passage omitted] 


C. Enterobiasis: Children are the most prone to infec- 
tion. The disease can spread in child-care institutions, 
and can also easily spread within households. [passage 
omitted] 


Head louse 


[passage omitted] There are three types of lice that infest 
the humer body, that is, the body louse, head louse, and 
crab louse. The most common among students is the 
head louse. 
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State of the illness: 


Head louse infestation is widespread nationwide. The 
infestation rate among rural students is higher than 
among urban students. According to investigations in 
some regions, the infestation rate is around 20-40 per- 
cent. The head Icuse infestation rate among students was 
as high as 10-20 percent in Shanghai, China’s largest city, 
a few years ago when louse-eradicating measures ha’: not 
been taken yet. ‘passage omitted] 


Scabies 


[passage omitted] This disease can easily spread in 
households or among people living together, mainly 
through direct contact, but can also get infected through 
indirect contact—such as contact with bedding and 
clothing. 


State of the illness: 


There is occasional incidence in schools, especially rural 
schools. As it is highly infectious, it can become an 
epidemic in schools if treatment is not carried out. 
[passage omitted] 
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Impact of KMT Loss in Upcoming Local 
Elections 


93CM0395A Taipei TS‘AI-HUN [WEALTH 
MAGAZINE] in Chinese No 135, 1 Jun 93 pp 160-163 


[Article by Ting Wei-kuo: “If Half of the Country in 
Taiwan Turns ‘Green’ From ‘Blue””’} 


[Text] Elections of city mayors and county magistrates 
that take place once every four years, will be held at the 
end of November this year. There are only less than six 
months left before the elections. However, more and 
more people believe that the Democratic Progressive 
Party [DPP] will possibly seize over half of the seats in 
this battle which has a notable impact on local political 
power. That is, the DPP may seize more than 11 of the 
21 city mayor and county magistrate seats. After a 
careful appraisal, the “New KMT Alliance,” a opposi- 
tion faction within the KMT, also believes that the KMT 
may lose 14 seats in the mayoral and county magistrate 
elections. To save the KMT regime from collapsing, the 
New KMT Alliance members are eagerly making prepa- 
rations to participate in the mayoral and county magis- 
trate elections to be held at the end of this year. 


As the largest opposition party, the DPP naturally hopes 
to smash the KMT soon so as to govern the country as 
early as possible. It is not difficult to understand its 
motive as to why it raises a hue and cry and tries to make 
a show of strength before the elections. Members of the 
“New KMT Alliance” are also KMT members. How- 
ever, because their political concepts and interests differ 
from those of KMT members, they purposely over- 
estimate their opponents and create a sense of crisis. It is 
not difficult to imagine their state of mind. Members of 
the “New KMT Alliance” even take pleasure in saying 
that “it is necessary to let the KMT die once. Only then 
will it come to life again.” It attacks the KMT harder 
than the opposition party. This truly reflects its sour 
grape mentality and its thought of “desiring to see the 
world plunged into chaos.” 


Is it really possible for the DPP to win half of the seats at 
the year-end local elections? If we ignore the subjective 
and lopsided political propaganda and objectively ana- 
lyze the political situation and the voting trend in 
Taiwan, this kind of possibility in fact does exist. Mean- 
while, there is considerable evidence that makes people 
feel less optimistic about the KMT’s chance to win 
elections. 


1. The DPP’s victory in the legislature election at the end 
of last year and in this year’s Penghu County magistrate 
election has greatly boosted morale within the party. Not 
only have disputes among various factions in the party 
temporarily stopped, even an atmosphere of strong unity 
permeates the whole party. This atmosphere is condu- 
cive to the elections. On the other hand, endless squab- 
bles continue within the KMT. A “split KMT” is 
innately at a disadvantage in contending with a “united 
DPP.” 
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2. The KMT lacks determination to shun money politics 
thoroughly. Actions have been repeatedly delayed in 
making the Sunshine Law go through a third reading. 
This has stirred up dissatisfaction among the people. 
They believe that the KMT shows no sincerity to build a 
clean government. All legislators who are members of the 
DPP have decided to take the lead in making public their 
properties during June just prior to adoption of the 
Sunshine Law. This impressive start not only overawes 
the KMT, but also creates a good impression among the 
voters. 


3. The pressure on the middle class is higher and higher 
in terms of living costs. Prices for food, clothing, housing 
and transportation are rising day after day. Housing 
costs are higher than ever before. Even the cabinet feels 
helpless. It has even become the main culprit in making 
commodity prices skyrocket. Many people even blame 
the top landlord Lien Chan for making concessions to 
the financial groups on land policy. 


4. The KMT scores no significant achievements in 
improving Taiwan's relations with foreign countries. 
Although the “Koo-Wang talks”’ were held in Singapore 
on the relations between the two sides of the Taiwan 
Strait, people of all walks of life in society grade such 
talks differently. There is no definite breakthrough in the 
future of the two sides across the strait. On the issue of 
returning to the United Nations, a high tide is whipped 
up in the whole country. However, people just act blindly 
on the basis of their wishful thinking. As a matter of fact, 
there is no progress at all. There is no sign which shows 
that Taiwan's international status is rising. Voters have 
lost patience in the KMT’s ability to run the government. 
The mentality of “letting some other people run” is 
gaining more popularity. 


If we estimate the year-end mayoral and county magis- 
trate elections from the aforementioned four angles, we 
can say that the situation is becoming more and more 
favorable to the DPP. If the KMT does not heighten its 
vigilance, it is absolutely possible that half of the country 
in Taiwan will turn “green” from “blue” overnight. 


“If this is true,” a new political situation will grow in 
Taiwan. The political power that the KMT has predom- 
inated alone for more than 40 years will violently vacil- 
late, and dramatic changes will take place in cross-strait 
relations. 


First of all, the year-end mayoral and county magistrate 
elections are of symbolic significance in politics. 
Although such elections are basic-level ones, they are 
actually equivalent to a nation-wide general election 
excluding two special municipalities of Taipei and 
Kaohsiung which are under the direct administration of 
the central government. If the DPP captures more than 
half of the mayoral and county magistrate seats, the 
KMT will lose popular support in running the govern- 
ment. When a central government loses more than half 
of the local political power, it feels powerless. This is the 
theory that “with the skin gone, what can the hair adhere 








JPRS-CAR-93-061 
23 August 1993 


to.” Under this condition, the DPP may possibly take 
the following two political actions: 


1. With the stance of a “quasi ruling party,” it may 
demand that it be allowed to jointly shape the state’s 
major policy decisions, particularly on the most contro- 
versial cross-strait relations. Thus, the DPP would have 
much say on Taiwan’s Mainland China policy. It will not 
be completely excluded as it was during the last “Koo- 
Wang” talks. 


2. The DPP would take the opportunity to demand that 
an extraordinary National Assembly session be held to 
amend the relevant provisions of the Constitution and 
that the presidential election be convened ahead of 
schedule at the end of the next year (1994) and at the 
same time when the three heads at the provincial and 
municipal levels will be elected by popular vote. It will 
try to accomplish the whole task at one stroke so as to 
reaffirm the status of the DPP in ruling the government. 
At the same time, the incumbent legislators may face 
another re-election, and the entire administrative and 
legislative system will possibly be completely revamped. 


Of the two aforementioned two possibilities, the second 
one involves more areas. The task is more arduous, and 
would have a much greater impact. It almost means to 
abolish the existing system and make a peaceful revolu- 
tion without bloodshed. It will be more dazzling than the 
KMT version. It is hard to say whether or not the 
domestic political situation can withstand this kind of 
violent change. 


However, due to the fact that right now the National 
Assembly is still under the control of the KMT, it may 
not be so easy for the DPP to achieve its goal of 
conducting the presidential election ahead of schedule 
under the pretext of amending the Constitution. Unless 
the KMT has full confidence in winning the general 
election, it will not agree to amend the Constitution to 
conduct the general election ahead of schedule. Never- 
theless, if the DPP captures more than 14 mayor and 
county magistrate seats and wins two-thirds of the pop- 
ular vote, it can be said that the KMT is already rendered 
powerless. Thus, the chance of holding the presidential 
election ahead of schedule will be much greater. At that 
time, it can be said that the KMT is on the verge of 
collapse. 


In addition, if the KMT really loses 11 mayoral and 
county magistrate seats, the first issue that surfaces will 
be one of political responsibility of Chairman Li Teng- 
hui and those persons in power. 


In fact, the KMT already suffered a bitter defeat in last 
year’s legislature election, but Li Teng-hui still enjoys 
substantial support from the people, and the demand 
that he step down is not strong. Not only this, Li 
Teng-hui also makes use of the general trend of Taiwan- 
izing political affairs to successfully topple Hao Po-tsun 
at one stroke and help Lien Chan become the premier. 
Several leading cadres who are responsible for the elec- 
tion have been promoted one after another. This has 
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aroused strong dissatisfaction from the minority faction. 
If the KMT suffers another major defeat in the year-end 
elections, it will be difficult for the majority faction to 
find any excuse to shift the blame onto others. 


If Li Teng-hui is successfully re-elected as the KMT’s 
chairman at the “14th National Congress” to be held in 
August, it is not likely that his position as the party’s 
chairman would waver, even if the KMT loses in the 
year-end elections. However, his prestige as a political 
leader would definitely decline; he would be unable to 
run for the next presidency; and the “Li Teng-hui Era” 
would end. Some prominent members of the majority 
faction would step down just like monkeys scattering 
when a tree falls. Provincial Governor Soong Chu-yu, 
Taipei Mayor Huang Ta-chou, Secretary General of the 
KMT Central Committee Hsu Shui-te, Director General 
of Cultural Affairs of the KMT Central Committee Chu 
Chi-ying are bound to step down. At least, they would 
have no political future. People of the following two 
categories may benefit including some KMT mernabers 
who are in power: 


One is Premier Lien Chan. Being the premier, it would 
be hard for him to assume no administrative responsi- 
bility. However, he has only assumed the premiership for 
less than one year, it would be inappropriate to hold him 
politically responsible for this. Also, Lien Chan is not 
actually responsible for handling party affairs. He has no 
important bearing on the success or failure in the elec- 
tions. As long as he remains neutral in doing adminis- 
tration work and manage the election affairs impartially, 
it is not likely that he would be held responsible for the 
KMT’s failure. With Li Teng-hui covered with dust and 
dirt, the majority faction may perhaps go so far as to 
quicken its pace to help Lien Chan replace Li Teng-hui 
and become the new leader of the faction. 


Another group is composed of members of the “New 
KMT Alliance” and the minority faction. Especially 
members of the “New KMT Alliance” would be in a 
more favorable position. Originally the “New KMT 
Alliance” has a set of plans to reform the party affairs, 
but it has no means to implement these plans because the 
majority faction is in power. Nevertheless, when the 
KMT loses the general election and its cadres resign and 
step down one after another, not only plans of the “New 
KMT Alliance” can be implemented, members of the 
minority faction may even possibly replace the KMT 
cadres and enter the KMT central party headquarters. 
Kuan Chung’s chance to assume the post of Secretary 
General of the KMT Central Committee is much greater. 
Under the situation in which some people rise while 
others fall, there will be a fundamental change in the 
KMT’s power structure. 


Another possibility is a formal split within the KMT 
under the pretext of its failure in the elections. The 
majority and minority factions officially separate and go 
different ways. They form two different parties. In the 
course of affixing the political responsibility, disputes 
are inevitable as to whose responsibility is greater and 
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who the true culprit is. If the “New KMT Alliance” 
members really plunge into the year-end election war, 
and bring about the bitter defeat of the KMT, the 
majority faction would definitely refuse to admit its fault 
and try to blame the “New KMT Alliance” for making 
trouble. While the two factions endlessly contend with 


each other, they would quickly split and finally go 
different ways. If the situation has developed to this 
point, it is time the KMT formally ends its one-party rule 
which has lasted for more than 40 years and become a 
minority party, and there would emerge a completely 
new political situation in Taiwan. 
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